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LUMBER  PRICES  AND  HOUSING 
AFFORDABILITY 


WEDNESDAY,  MARCH  23,  1994 

House  of  Representatives, 
Subcommittee  on  Housing 
AND  Community  Development, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:02  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Gonzalez,  Representatives  Vento,  Maloney, 
Furse,  Thomas  of  Wyoming,  and  Pryce. 

Also  present:  Representative  LaRocco. 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order. 

This  hearing  is  actually  because  of  the  leadership  of  our  very  dis- 
tinguished colleague.  Congressman  LaRocco,  who  has  been  more 
than  willing  to  serve  on  this  committee  and  has  come  aboard  very 
well  prepared.  He  took  to  the  activities  here  like  a  duck  to  water. 

This  hearing  will  be  to  consider  the  very  serious  impact  of  the 
recent  rise  in  lumber  prices  and  housing  affordability.  We  had 
hearings  similar  to  this  20  years  ago  or  more  when  I  was  a  mem- 
ber of  the  subcommittee.  I  came  to  the  Congress  32  years  ago  and 
have  been  a  member  of  the  subcommittee  since  then. 

On  one  occasion  we  had  hearings  but  on  the  Subcommittee  on 
Consumer  Affairs  and  Coinage,  as  it  was  known  then,  under  the 
remarkable  chairmanship  of  Leonor  Sullivan  of  St.  Louis.  So  there 
is  a  lot  of  history  here  about  the  interplay  between  the  construction 
of  affordable  housing,  the  ability  to  purchase  housing  at  affordable 
prices,  and  the  cost  of  lumber.  In  fact,  more  than  20  years  ago,  I 
think  it  was  Ms.  Sullivan's  hearings,  in  which  I  participated  very 
actively,  it  was  fascinating  to  see  the  tremendous  production  of  the 
Japanese.  One  of  the  reasons  for  the  impact  on  prices  was  their 
ability  to  come  over  in  their  ships  equipped  with  sawmills  and  ev- 
erything else,  purchase  the  products  and  then  on  the  way  back  pro- 
ceed with  some  of  the  processing. 

What  I  am  going  to  do  at  this  point  is  actually  ask  that  my  open- 
ing statement  be  presented  in  the  record. 

[The  prepared  statement  of  Chairman  Gronzalez  can  be  found  in 
the  appendix.] 

Now  I  will  recognize  Mr.  LaRocco,  because  he  has  been  the  one 
that  is  the  impelling  force  for  the  hearings  this  morning  and  has 
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been  for  some  time  expressing  his  concern.  We  are  indebted  to  him, 
and  I  recognize  him  at  this  point. 

Mr.  LaRocco.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
you  holding  this  hearing.  You  nave  already  spoken  to  your  history 
in  this  issue  that  goes  back  20  years.  I  thought  it  would  be  very 
important  that  we  investigate  this  right  now.  It  bubbles  up  from 
the  rocks  out  in  my  district,  from  what  we  read  and  know  about 
in  the  United  States. 

I,  generally,  do  not  have  opening  statements,  but  on  this  issue 
I  would  like  to  make  a  short  one,  if  I  may,  Mr.  Chairman. 

Chairman  Gonzalez.  Absolutely. 

Mr.  LaRocco.  First  of  all,  I  am  not  a  member  of  this  subcommit- 
tee, and  I  want  to  thank  you  for  letting  me  sit  in  today  with  the 
Subcommittee  on  Housing  and  Community  Development  and  for 
holding  this  hearing  on  lumber  prices  and  housing  affordability. 

As  you  know,  Mr.  Chairman,  I  also  sit  on  the  Natural  Resources 
Committee  where  we  examine  other  aspects  of  this  very  important 
issue.  Representing  a  Northwestern  State,  I  hear  a  lot  about  rising 
and  volatile  wood  prices.  I  believe  that  our  discussions  about  how 
we  reached  this  point  and  how  we  can  solve  the  lumber  price  prob- 
lem will  be  more  productive  if  we  really  understand  what  the  real 
price  issues  are  and  what  their  net  impact  is  on  housing. 

We  are  here  today  to  examine  one  piece  of  the  puzzle:  The  out- 
look for  lumber  and  its  effect  on  housing  prices  in  my  State  and 
the  whole  country.  Some  in  the  homebuilding  industry  say  lumber 
prices  have  risen  67  percent  in  5  months  alone,  passing  $510  per 
1,000  board  feet  with  prices  expected  to  continue  to  rise. 

Builders  in  my  district,  the  First  District  of  Idaho,  report  that 
home  prices  are  up  by  an  average  of  $4,000  as  a  result  of  these  in- 
creases and  estimate  that  more  than  100,000  American  families 
have  been  priced  out  of  homeownership. 

The  seriousness  of  this  problem  has  been  partly  masked  by  low 
interest  rates,  which  we  all  support.  Despite  higher  prices  for  many 
homes,  monthly  housing  costs  have  remained  relatively  constant. 
And  what  I  mean  by  "we  all  support,"  we  all  support  low  interest 
rates,  but  we  do  not  support  them  being  masked. 

Mill  and  logging  contracts  indicate,  however,  that  wood  shortages 
will  be  so  great  within  a  few  years  that  even  very  low  mortgage 
interest  rates  may  not  be  enough  to  keep  middle-class  buyers  in 
the  market. 

I  am  grateful  that  the  subcommittee  is  examining  one  piece  of 
the  puzzle  today.  The  chairman's  commitment  to  housing  for  all 
Americans  is  well  known,  and  I  can  think  of  no  better  place  to 
begin  a  thoughtful  examination  of  this  issue.  So,  again,  Mr.  Chair- 
man, my  thanks  to  you.  As  you  know,  I  came  to  this  Congress  and 
I  sought  a  seat  on  this  subcommittee.  I  love  the  work  and  I  plan 
to  stay  on  this  subcommittee  if  the  good  people  of  the  First  District 
return  me  to  Congress.  And  I  enjoy  working  with  you  a  g^eat  deal, 
and  I  want  to  thank  you  for  your  interest  in  my  district,  the  State 
of  Idaho,  and  important  issues  such  as  the  one  that  we  are  going 
to  examine  today. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you  very  much. 

Mr.  Thomas. 


Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

I,  too,  am  interested  in  this  topic.  As  usual,  there  were  some 
choices  of  things  to  do  this  morning,  but  I  chose  to  come  here  be- 
cause I  think  this  is  an  issue  that  we  all  have  an  interest  in.  We 
have  an  interest  in  the  timber  industry  in  my  State  of  Wyoming, 
although  much  smaller  in  scope  than  some  of  the  other  States.  We 
also  have  an  interest  in  affordable  housing.  Interestingly  enough, 
we  have  had  some  conferences  very  recently  on  affordable  housing, 
and  we  are  talking  about  houses  that  can  be  purchased  by  regular 
average  families  that  cost  anywhere  from  $70,000  to  $80,000  or 
$90,000  are  not  being  built.  We  either  have  very  expensive  housing 
or  very  little  of  it. 

The  administration,  it  seems  to  me,  is  trying  to  walk  both  sides 
of  this  fence  and  has  not  decided  with  overregulation  in  one  part 
of  the  industry  and  yet  pushing  for  affordable  housing  on  the  other, 
and  the  two  conflict.  In  addition,  I  think  there  is  certainly  over- 
regulation.  We  have  conflicting  agencies  working  on  the  same 
issue.  I  think  that  is  too  bad. 

There  can  be  a  balance,  and  that  is  obviously  what  we  need  to 
find.  A  healthy  timber  industry  needs  to  be  harvested  in  order  to 
be  healthy.  On  the  other  hand,  we  can  have  single-use  areas,  wil- 
derness areas,  but  there  needs  to  be  a  limit  to  the  amount  of  that 
that  we  set  aside  for  single  use.  In  States  like  mine  where  50  per- 
cent of  the  surface  of  the  State  is  in  Federal  ownership,  it  is  very 
important  to  our  economic  future  that  we  do  have  a  balanced  and 
multiple  use  of  the  resources  that  are  there. 

We  have  lots  of  problems,  the  Endangered  Species  Act,  which  has 
to  do  with  the  management  of  lands  more  than  it  does  with  the 
control  of  the  species.  We  have  wilderness  bills,  biological  surveys. 
We  have  a  Secretary  of  Interior  that  I  think  has  not  made  it  clear 
who  is  going  to  run — it  is  going  to  be  run  from  Washington  and  not 
locally.  That  bothers  me  some. 

So,  Mr.  Chairman,  I  think  this  is  a  very  important  hearing,  and 
I  am  glad  that  you  called  it,  and  I  am  pleased  to  be  a  part  of  it. 

Chairman  Gonzalez.  Thank  you  very  much. 

Before  we  mention  the  panel,  I  want  to  advise  that  this  morning 
the  House  is  not  in  session,  but  we  are  having  a  so-called  Demo- 
cratic Caucus  to  choose  an  interim  chairman  of  the  Appropriations 
Committee.  That  is  why  some  of  the  members  have  been  detained. 

The  first  panel  will  consist  of  Mr,  Thomas  N.  Thompson,  who  is 
the  president  of  the  National  Association  of  Home  Builders;  Mr. 
David  Lereah,  chief  economist  for  the  Mortgage  Bankers  Associa- 
tion of  America.  And  I  might  mention  that  we  have  a  very  distin- 
guished gentleman,  the  senior  dean  of  the  representatives  of  the 
Mortgage  Bankers  Association  sitting  right  behind  him,  and  I  am 
very  glad  to  see  you  here.  Mr.  Ted  Swisher,  the  director  of  the 
Sumter  County  Initiative  of  the  Habitat  for  Humanity  Inter- 
national based  in  Americus,  Georgia,  and  I  believe  the  gentlemen 
here,  if  I  am  not  mistaken,  with  the  hard  hats  represent  the  Habi- 
tat. No,  I  am  mistaken. 

They  are  home  builders?  OK  All  right.  That  accounts  for  the 
hard  hat.  And  OSHA.  [Laughter.] 

Anyway,  without  any  further  ado,  we  will  recognize  Mr.  Thomp- 
son first.  I  want  to  thank  you  for  your  prepared  statements.  Let  me 


say  they  will  be  in  the  record  as  you  gave  them  to  us  in  writing, 
and  may  I  suggest  that  if  you  can,  summarize  so  that  we  can  pro- 
ceed expeditiously.  We  have  another  panel  following  this  first  one, 
and  we  want  to  make  sure  that  they  nave  ample  opportunity  to  be 
heard  early  in  the  morning, 
Mr,  Thompson. 

STATEMENT  OF  THOMAS  N.  THOMPSON,  PRESmENT,  NA- 
TIONAL ASSOCIATION  OF  HOME  BUILDERS,  WASHINGTON, 
DC 

Mr.  Thompson.  Thankyou,  Mr.  Chairman,  and  good  morning. 
My  name  is  Tommy  Thompson.  I  am  a  homebuilder  from 
Owensboro,  Kentucky,  and  I  am  also  the  1994  president  of  the  Na- 
tional Association  of  Home  Builders.  On  behalf  of  our  170,000 
member  firms,  I  want  to  thank  you,  Mr.  Chairman,  for  holding 
these  most  important  hearings,  and  I  particularly  want  to  thank 
Congressman  LaRocco  for  his  most  significant  efforts  in  this  impor- 
tant issue. 

Our  statement  today  is,  as  you  mentioned,  Mr.  Chairman,  about 
housing  affordability  and  the  impact  of  lumber  prices  on  young 
families  seeking  to  purchase  their  first  home.  It  is  also  about  the 
impact  of  lumber  prices  on  rents  that  low-  and  moderate-income 
families,  many  with  single  heads  of  household,  face  as  a  result  of 
increased  lumber  prices.  Finally,  it  is  about  the  impact  that  these 
increased  lumber  prices  have  or  will  have  on  Federal  programs,  in- 
cluding the  National  Home  Ownership  Trust  Program. 

As  the  chairman  is  well  aware,  housing  is  a  critical  component 
to  the  overall  health  of  our  Nation's  economy.  In  fact,  almost  18 
percent  of  the  increase  in  the  gross  domestic  product  over  the  last 
8  quarters  is  a  result  of  renewed  housing  construction.  Stability  in 
lumber  supply  and  price  is  a  vital  factor  in  our  ability  to  contribute 
to  economic  growth. 

Overall,  new  home  construction,  remodeling,  and  repair  of  homes 
account  for  more  than  two-thirds  of  all  lumber  consumed  in  the 
United  States  each  year.  Further,  the  cost  of  lumber  and  wood 
products  account  for  one-third  of  the  materials  cost  in  a  median- 
priced  new  home. 

Given  the  fact  that  the  typical  new  home  contains  15,800  board 
feet  of  lumber  and  approximately  6,300  square  feet  of  structural 
panel,  it  is  easy  to  see  how  volatility  and  price  increase  impact  the 
market  and  our  ability  to  provide  affordable  housing. 

Mr.  Chairman,  today's  lumber  price  is  $443  per  1,000  board  feet, 
which  is  78  percent  higher  than  it  was  in  October  1992  when  sup- 
ply shortages  began  to  truly  affect  the  price.  It  is  also  45  percent 
higher  than  it  was  on  July  2,  1993,  the  day  President  Clinton  re- 
leased his  forest  plan. 

The  increase  in  lumber  prices  since  October  1992  has  caused  the 
price  of  the  median-priced  home  to  rise  between  $4,000  and  $5,000. 
While  the  price  increase  obviously  is  higher  in  larger  homes,  it  is 
in  the  first-time  home  buyer  market  where  the  housing  consumer 
is  most  likely  to  be  hurt.  This  increase  in  the  purchase  price  of  a 
median-priced  home  forces  80,000  to  100,000  people  out  of  the 
housing  market.  It  requires  a  larger  downpayment  and  in  some  in- 
stances results  in  the  inability  to  qualify  for  financing.  However,  in 


many  cases,  appraisers  will  not  take  increased  lumber  costs  into 
account.  This  forces  mortgage  lenders  to  insist  that  the  entire  cost 
of  the  price  increase  be  included  in  the  downpayment. 

In  essence,  then,  the  lumber  price  crisis  has  exaggerated  both 
the  downpayment  and  financing  qualification  concerns  that  have 
long  been  the  bane  of  first-time  home  buyers. 

It  is  also  important  to  note  that  the  impact  of  the  lumber  price 
crisis  is  felt  not  just  in  the  new  home  segment,  but  throughout  the 
entire  housing  market,  as  the  price  increase  for  newly  built  homes 
influences  some  home  buyers  to  purchase  existing  nomes  rather 
than  new  homes.  This  in  turn  puts  upward  pressure  on  the  prices 
of  existing  housing,  resulting  in  higher  prices  for  all  homes. 

Mr.  Chairman,  I  would  like  to  turn  briefly  to  the  impact  of  rising 
lumber  prices  on  the  rental  market.  Lumber  and  wood  products 
constitute  about  8  percent  of  the  cost  of  producing  a  multifamily 
unit.  The  recent  lumber  price  increases  add  some  $1,600  to  the  cost 
of  a  multifamily  unit.  These  higher  production  costs  will  naturally 
be  offset  by  higher  rent  charges.  We  estimate  that  this  $1,600  will 
increase  monthly  rents  by  $16  on  the  average  apartment,  meaning 
that  approximately  1  million  more  renters  would  be  forced  to  pay 
more  than  30  percent  of  their  income  for  housing. 

A  corollary  of  the  lumber  price  crisis  is  the  impact  on  govern- 
ment-assisted housing.  The  increased  cost  of  producing  rental  hous- 
ing will  affect  the  number  of  units  that  can  be  subsidized  through 
the  low-income  housing  tax  credit.  Currently,  the  tax  credit  is  suffi- 
cient to  produce  about  50,000  new  rental  units  and  about  the  same 
number  of  rehabilitated  units.  However,  the  recent  lumber  price 
hike  means  that  the  program  would  support  about  4,000  fewer 
units. 

The  National  Home  Ownership  Trust  could  suffer  also  even 
greater  declines  in  activity  than  the  low-income  housing  tax  credit. 
Under  the  chairman's  bill,  H.R.  3838,  the  trust  could  assist  140,000 
first-time  home  buyers  with  $4,000  in  downpayment  assistance. 
However,  the  lumber  price  increases  would  completely  eliminate 
the  impact  of  the  $4,000  assistance  if  the  entire  price  impact  were 
required  in  the  downpayment.  If  the  home  price  increase  could  be 
entirely  financed,  then  the  home  buyer's  mortgage  amount  would 
increase  by  $4,000  which  translates  to  $28  per  month  more  that 
they  would  have  to  pay. 

If  an  additional  trust  grant  were  used  to  buy  down  the  interest 
rate  to  keep  the  mortgage  payment  the  same  as  before  the  price 
increase,  the  cost  of  the  buydown  would  add  $2,500  or  more  to  the 
cost  of  the  grant.  This  increase  would  reduce  the  maximum  number 
of  trust-assisted  home  purchases  from  140,000  to  some  86,000. 

Finally,  as  a  means  of  reducing  pressure  on  our  Nation's  forests, 
Mr.  Chairman,  NAHB  is  looking  into  alternatives  to  lumber,  and 
in  the  long  term  we  believe  that  the  continued  rise  in  prices  will 
lead  to  greater  use  of  alternative  materials.  However,  in  the  short 
term,  alternative  materials  are  not  a  viable  option  as  they  simply 
are  not  cost-effective. 

It  is  clear,  Mr.  Chairman,  that  the  reverberations  of  this  lumber 
price  crisis  are  being  felt  throughout  the  housing  industry.  Indeed, 
our  statement  today  is  about  its  impact  on  young  families  and  the 
elderly,  on  those  with  low  incomes  and  those  with  moderate  in- 


comes.  It  is  also  about  the  ever  increasing  regulatory  barriers  that 
continue  to  frustrate  both  the  providers  of  anordable  housing  and 
families  seeking  to  gain  access  to  it. 

Mr.  Chairman,  thank  you  again  for  the  opportunity  to  appear  be- 
fore the  panel  today,  and  certainly  we  will  be  pleased  to  answer  at 
the  appropriate  time  any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  Thompson  can  be  found  in  the 
appendix.] 

Chairman  GJoNZALEZ.  Thank  you,  Mr.  Thompson,  for  your  excel- 
lent presentation. 

Mr.  Lereah. 

STATEME^^^  of  DAVID  A.  LEREAH,  CHIEF  ECONOMIST,  MORT- 
GAGE BANKERS  ASSOCIATION  OF  AMERICA,  WASHINGTON, 
DC 

Mr.  Lereah.  Thank  you.  Mr.  Chairman,  members  of  the  sub- 
committee, I  am  David  Lereah,  chief  economist  of  the  Mortgage 
Bankers  Association. 

MBA  appreciates  the  opportunity  to  appear  before  you  to  testify 
with  respect  to  the  effect  of  lumber  prices  on  housing  affordability. 
I  want  to  make  it  clear  I  am  here  not  as  an  expert  on  the  lumber 
markets  nor  on  home  building,  but  as  a  spokesman  for  an  industry 
that  is  committed  to  extending  the  opportunities  for  homeowner- 
ship  as  widely  as  possible.  MBA  is  committed  to  developing  and 
maintaining  mortgage  credit  programs  that  will  enhance  housing 
affordability  for  people  at  all  points  of  the  housing  spectrum.  In 
this  vein,  MBA  would  like  to  express  its  views  on  the  effects  of  re- 
cent erratic,  upward  movements  in  lumber  prices  on  housing  mar- 
ket activity  and  affordability. 

Since  others  better  qualified  than  I  will  present  testimony  de- 
scribing current  conditions  in  the  lumber  markets,  I  will  only  brief- 
ly describe  why  lumber  prices  are  rising  and  are  erratic.  I  will 
spend  the  remainder  of  my  time  discussing  the  impact  on  housing 
markets  and  affordability. 

Why  are  lumber  prices  so  high?  Primarily  because  mill  capacity 
has  declined,  largely  due  to  log  supply  shortages  on  public  lands. 
As  you  are  aware,  the  harvest  declines  were  primarily  concentrated 
in  the  Northwest  region  of  the  United  States  where  activities  were 
restricted  in  an  effort  to  protect  the  northern  spotted  owl.  Also, 
construction  demand  has  grown  since  the  1991  recession  at  a  time 
of  low  inventories  and  import  dependence  from  Canada  has  grown 
slightly.  These  current  market  conditions  could  also  intermittently 
give  rise  to  panic  and  speculative  buying. 

Why  are  lumber  prices  volatile?  Again,  because  inventories  are 
small,  demand  is  inelastic  in  the  short  run,  and  at  present,  supply 
factors  are  somewhat  unpredictable  due  to  the  periodic  supply 
shocks  and  uncertainty  over  government  lumber  policies. 

The  dramatic  rise  in  lumber  prices  during  this  past  year  has 
been  disruptive,  to  say  the  least,  for  home  builders.  On  a  year-over- 
year  basis,  the  price  of  lumber  for  both  frame  and  structural  panels 
for  just  1993  rose  by  54  percent  and  8  percent  respectively.  The  an- 
nual price  increases  for  1993  translate,  in  our  estimation,  to  about 
$3,200  additional  cost  for  an  average  new  house. 


In  a  competitive  housing  market,  rising  prices  of  new  homes  will 
eventually  exert  upward  pressure  on  the  prices  of  existing  homes. 
However,  because  existing  homes  are  not  perfect  substitutes  for 
new  homes  in  all  cases,  increases  in  existing  homes  should  be 
somewhat  less  than  increases  in  new  home  prices. 

During  1993,  the  harmful  effects  of  rising  lumber  prices  were 
partly  shielded  by  the  benefits  of  falling  interest  rates.  Going  for- 
ward, a  different  story  may  unfold  during  1994.  Housing  market 
activity  is  currently  strong.  The  MBA  forecast  calls  for  10  percent 
growth  in  total  housing  starts  for  the  year,  while  existing  and  new 
home  sales  are  projected  to  register  7  and  8  percent  growth  rates 
respectively.  The  projected  pickup  in  residential  construction  activ- 
ity could  boost  demand  for  building  materials,  including  lumber, 
during  the  year.  Further,  mortgage  rates  are  climbing.  According 
to  the  MBA's  Weekly  Application  Survey,  30-year  mortgage  rates 
have  risen  about  three-quarters  of  a  percent  since  the  beginning  of 
the  year,  and  they  are  currently  hovering  around  7.8  percent. 

A  projected  boost  in  housing  activity  combined  with  rising  mort- 
gage rates  is  not  a  favorable  backdrop  for  housing  costs.  Further, 
as  the  U.S.  economy  continues  to  post  3  to  3.5  percent  GDP  growth 
numbers  and  the  unemployment  rate  dips  below  6  percent,  which 
are  my  current  forecasts  for  yearend  1994,  inflationary  pressures 
may  build.  In  short,  the  impact  of  rising  lumber  prices  on  housing 
activity  and  the  economy  may  end  up  being  more  harmful  in  1994 
than  in  1993.  Higher  lumber  prices  would  only  serve  to  fuel  the  in- 
flationary pressures  that  are  building  in  the  economy. 

It  has  been  our  experience  that  whenever  there  is  an  additional 
cost  imposed  on  home  building  and/or  the  mortgage  lending  proc- 
ess, it  is  the  consumer  who  ultimately  bears  the  cost  burden.  Of 
particular  concern  is  the  cost  impact  on  the  first-time  home  buyer, 
which  is  disproportionately  larger  than  on  others. 

I  have  attached  two  tables  to  my  written  testimony  presenting 
the  effect  of  rising  housing  costs  on  affordability.  Using  the  First- 
Time  Buyer  Affordability  Index,  we  can  clearly  see  the  impact  of 
a  $3,200  new  home  price  increase  on  affordability  conditions.  Un- 
fortunately, the  negative  impact  on  first-time  home  buyers  is  sig- 
nificant. The  Affordability  Index  would  have  been  2  percentage 
points  higher  if  lumber  prices  had  been  stable  and  not  risen.  Lum- 
ber costs  also  forced  first-time  home  buyers  to  pay  an  additional 
$184  toward  a  downpayment  for  a  starter  home  as  well  as  spend 
an  additional  $132  on  mortgage  costs.  Qualifying  incomes  for  mort- 
gages rose  by  $546,  pricing  an  estimated  37,000  to  55,000  potential 
first-time  home  buyers  out  of  the  market. 

In  conclusion,  it  is  apparent  that  the  prospects  for  a  significant 
increase  in  output  of  Federal  timber  in  the  Northwest  region  of  the 
United  States  are  poor.  Given  that  current  inventory  levels  of 
uncut  lumber  are  relatively  low  and  the  prospects  for  residential 
construction  activity  remain  optimistic,  price  pressures  are  not  ex- 
pected to  soften  any  time  soon.  Further,  duty  on  Canadian  lumber 
imports  remains  at  6.5  percent,  which  inhibits  or  which  may  in- 
hibit import  supply.  Finally,  we  are  anticipating  stronger  economic 
growth  in  both  Europe  and  Japan  this  year.  Any  rise  in  export  de- 
mand could  exert  some  additional  upward  pressure  on  prices. 
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MBA  appreciates  the  opportunity  to  testify  and  express  our 
views.  We  would  be  pleased  to  answer  any  questions  and  provide 
further  information  for  the  hearing  record.  Thank  you. 

[The  prepared  statement  of  Mr.  Lereah  can  be  found  in  the 
appendix. 1 

Chairman  Gonzalez.  Thank  you,  sir. 

Mr.  Swisher. 

STATEMENT  OF  TED  SWISHER,  DIRECTOR,  SUMTER  COUNTY 
INITIATIVE,  HABITAT  FOR  HUMANITY  INTERNATIONAL, 
AMERICUS,  GA 

Mr.  Swisher.  I  am  Ted  Swisher.  I  have  been  involved  with  Habi- 
tat for  Humanity  since  its  founding  in  1976.  I  was  the  first  na- 
tional director  of  the  Habitat  for  Humanity  Program.  I  started 
Habitat  for  Humanity's  work  in  Australia,  and  now  I  am  involved 
with  a  special  initiative  to  completely  eliminate  substandard  hous- 
ing in  our  home  county  in  Greorgia. 

Habitat  for  Humanity  International  is  a  nonprofit,  ecumenical 
Christian  housing  ministry.  Habitat  works  in  partnership  with  peo- 
ple in  need  throughout  tne  world  building  simple,  decent  shelter 
that  is  sold  to  them  at  no  profit  through  no-interest  long-term  af- 
fordable loans. 

Habitat  seeks  to  build  lives  as  well  as  houses.  Through  the 
houses  we  build,  hope  is  restored  and  lives  are  changed  as  the  cycle 
of  need  is  broken. 

How  we  build  is  just  as  important  as  what  we  build.  Habitat 
houses  are  built  with  a  contribution  of  hundreds  of  hours  of  "sweat 
equity"  labor  on  the  part  of  the  homeowners.  By  investing  in  them- 
selves in  the  building  process,  homeowners  gain  self-reliance,  self- 
esteem,  and  new  skills.  Their  downpayments  and  monthly  mort- 
gage payments  are  used  to  build  more  houses  through  a  revolving 
fund  for  Humanity. 

Funds,  building  materials,  and  labor  are  donated  by  individuals, 
churches,  corporations,  and  other  organizations  who  share  our  goal 
of  eliminating  substandard  housing  in  the  world.  Founded  in  1976 
by  Millard  and  Linda  Fuller,  Habitat  is  headquartered  in  Ameri- 
cus,  Georgia. 

In  1992,  Habitat  for  Humanity's  1,000  U.S.  affiliate  organiza- 
tions built  1,371  houses  in  the  United  States,  and  Builder  maga- 
zine rated  Habitat  the  22nd  largest  homebuilder  in  the  country  by 
the  number  of  units  constructed.  We  estimate  that  2,700  Habitat 
homes  were  built  in  the  United  States  in  1993  and  expect  that 
Habitat  will  be  rated  in  the  top  10  of  conventional  homebuilders. 
In  the  United  States,  Habitat  has  built  or  rehabbed  nearly  9,000 
houses,  and  over  25,000  houses  have  been  constructed  around  the 
world. 

The  Habitat  for  Humanity  network  of  affiliates  raised  over  $100 
million  for  low-cost  housing  in  1993. 

Habitat  for  Humanity  International  builds  for  families  on  very 
low  incomes.  We  build  for  families  with  incomes  in  the  $7,500  to 
$15,000  range  for  a  household  of  four.  Since  Habitat  does  not 
charge  interest,  any  increase  in  house  costs  has  a  damaging  impact 
on  affordability  for  the  families  that  we  are  trying  to  help. 


Only  2  years  ago,  we  were  building  a  3-bedroom,  1,000-square- 
foot  house  for  $25,000.  Today  that  house  is  costing  $30,000,  and  a 
significant  portion  of  that  increase  is  due  to  increases  in  lumber 
prices.  In  the  last  2  years  alone,  our  lumber  prices  have  increased 
to  the  point  where  $1,300  has  iDeen  added  to  the  average  cost  of 
a  Habitat  house. 

Habitat  charges  little  or  no  labor  in  the  cost  of  its  houses  since 
most  of  the  labor  is  provided  by  volunteers.  This  means  that  there 
is  very  little  we  can  do  to  combat  the  increasing  costs.  We  cannot 
build  more  efficiently.  We  already  have  zero  or  minimal  labor  costs. 

We  estimate  that  we  will  have  to  raise  an  extra  $3  to  $4  million 
in  1994  in  order  to  keep  up  with  lumber  price  increases.  We  hope 
that  we  can  meet  the  challenge  and  raise  the  additional  funds. 
However,  as  anyone  who  has  raised  charitable  funds  recognizes,  it 
is  always  difficult  to  significantly  increase  fundraising  in  a  short 
period  of  time,  as  will  be  required  in  this  case.  It  will  be  a  tragedy 
if  over  100  fewer  houses  are  built  for  needy  families  due  to  the  in- 
crease in  lumber  costs. 

I  want  to  emphasize  this  point  because,  with  a  no-interest  mort- 
gage, in  some  ways  the  increasing  costs  can  be  absorbed,  but  per- 
haps for  us  the  more  limiting  factor  is  the  tremendous  amount  of 
effort  that  will  be  required  to  raise  the  charitable  donations  enough 
to  keep  up  with  the  program  as  we  are  now  going  and  now 
increasing. 

In  our  home  county  of  Sumter  in  Georgia,  one  of  our  summer 
projects  is  to  build  30  houses  in  5  days  in  June.  We  purchased  the 
lumber  for  this  project  in  February  because  the  predictions  are  that 
lumber  prices  are  going  to  go  even  higher  than  the  current  astro- 
nomical levels.  We  are  warehousing  these  materials  and  will  have 
to  move  them  an  extra  time  in  order  to  assure  ourselves  of  an  ade- 
quate supply  at  a  predictable  price. 

Habitat  for  Humanity,  like  many  builders,  is  considering  alter- 
native methods  such  as  steel.  This  presents  unique  problems  for  a 
volunteer  organization  that  relies  heavily  on  unskilled  labor.  Steel 
framing  is  more  dangerous  than  conventional  wood  framing,  and  it 
requires  tools  that  the  average  citizen/volunteer  normally  does  not 
have.  While  we  cannot  speak  for  other  charitable  organizations,  we 
believe  that  the  spirit  of  volunteerism  has  been  remarkably  strong 
in  the  past  few  years  and  remains  on  the  upswing.  However,  fac- 
tors such  as  prohibitive  lumber  prices,  forcing  organizations  like 
Habitat  to  resort  to  alternative  building  materials  and  methods 
could  well  be  a  factor  in  dampening  the  volunteer  spirit  that  helps 
drive  our  Nation.  This  could  also  come  to  a  point  where  Habitat 
and  other  organizations,  churches,  businesses,  and  government  are 
at  last  on  the  threshold  of  resolving  the  problem  of  substandard 
housing. 

We  realize  that  there  are  probably  many  complex  reasons  for  the 
alarming  increase  in  lumber  prices.  Habitat  for  Humanity  com- 
mends this  congressional  review  of  the  impact  of  high  lumber 
prices  and  possible  measures  to  stabilize  and  even  lower  construc- 
tion lumber  prices. 

I  thank  you  for  your  time. 

[The  prepared  statement  of  Mr.  Swisher  can  be  found  in  the 
appendix.] 


10 

Chairman  Gonzalez.  Thank  you,  Mr.  Swisher,  and  each  one  of 
the  paneHsts  for  having  so  promptly,  on  quick  notice,  responded  to 
the  invitation  of  the  subcommittee. 

I  might  observe  that  hke  the  most  powerful  physical  force,  grav- 
ity— ^you  cannot  see  it,  but  it  is  there — the  value  of  the  dollar,  par- 
ticularly within  the  last  decade-and-a-half,  has  lost  two-thirds  of  its 
value  compared  to  the  Japanese  yen  or  the  German  deutsche  mark. 
That  is  the  real  causal  factor,  but  other  regulatory  bodies  and  the 
like  have  had  some  impact.  But  the  fact  is  the  value  of  the  dollar 
has  suffered  a  very  corrosive  impact  in  the  last  decade-and-a-half. 
It  has  been  very  demoralizing  to  me  to  get  no  reaction  now  for  2 
decades  from  either  members  of  this  subcommittee.  Congress  in 
general,  or  the  executive  branch,  because  there  is  not  much  we  can 
do  to  address  that. 

Monetary  matters  are  the  question  of  the  central  bank,  which  we 
know  as  the  Federal  Reserve  Board,  and  the  executive  branch 
through  the  Department  of  the  Treasury.  But  there  has  been  such 
an  aberration  in  the  structural  and  actual  real  carrying  out  of  the 
laws  as  prepared  and  enacted  by  the  Congress.  As  in  the  1913  Fed- 
eral Reserve  Board  Act,  in  which  the  first  paragraph  states  that 
the  Federal  Reserve  Board  shall  be  the  fiscal  agent  of  the  U.S. 
Treasury,  which,  of  course,  it  is  not  today.  It  is  the  other  way 
around.  Until  that  basic  question  is  addressed,  the  rest  will  be 
kicked  around  like  a  football  on  a  football  field  from  one  end  to  the 
other. 

Ten  years  ago,  in  1984,  I  had  one  of  the  most  impressive  meet- 
ings with  a  member  of  the  Japanese  Diet  and  a  former  member 
who  also  was  one  of  the  leading  housing  construction  industry  fig- 
ures in  Japan.  They  asked  to  meet  with  me  here.  The  member  of 
the  Diet  was  my  corresponding  member  in  the  Japanese  Diet.  He 
was  tantamount  to  chairman  of  the  Subcommittee  on  Housing. 

They  categorically  pointed  out  that  in  1984  they  could  come  into 
the  United  States  and  build  a  single-family  home,  and  put  it  on  a 
lot  for  $10,000  or  less,  and  finance  it  at  no  more  than  7  percent. 

Well,  the  interesting  thing  is  that  all  these  countries  have  inter- 
est rate  controls.  We  do  not,  and  we  have  not  had  since  1865.  That 
is  another  very  important  fact  that  has  just  been  glossed  over  in 
the  course  of  our  history,  by  accretion. 

So  I  think  it  is  important  for  us  to  know,  and  I  think  Mr.  Swish- 
er was  very  accurate  when  he  said  that  this  question  is  complex, 
that  it  goes  far  beyond  lumber  and  so  forth. 

This  nas  been  reflected  in  other  sectors  of  our  basic  structural 
and  construction  industry  and  in  the  tool  manufacturing.  For  in- 
stance, in  New  England  where  we  have  had  100-year-old  family 
businesses  in  tool  manufacturing,  they  could  not  compete.  And  as 
of  about  some  8  to  10  years  ago,  there  was  no  way  they  could  com- 
pete in  obtaining  a  line  of  credit,  say,  for  their  inventories  at  17 
percent  with  the  Japanese  producers  that  were  paying  no  more 
than  7  percent. 

Actually,  I  think  the  legal  rate  is  9  percent  in  Japan,  but  the  av- 
erage has  been  7  percent. 

So  interest,  again,  is  the  prime  mover,  and  that,  I  think,  ought 
to  be  the  background  we  look  at  here.  But  I  was  going  to  ask,  be- 
cause of  the  fact  that  we  have  the  present  and  real  conditions  that 
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you  have  so  dramatically  reported,  for  instance,  Mr.  Thompson,  are 
there  any  alternative  methods  available  to  builders  that  would  en- 
able them  to  offset  this  increased  cost  of  lumber  in  building  a 
home?  Do  any  of  these  alternative  methods  result  in  the  reduction 
or  stabilization  of  the  cost  of  the  home  without  jeopardizing  the 
quality  of  the  home? 

Mr,  Thompson.  Mr.  Chairman,  that  is  a  good  question.  Obvi- 
ously, given  the  escalating  price  of  timber,  as  we  testified  today, 
and  the  resultant  volatility  of  it,  builders  have  had  to  look  very  se- 
riously at  alternative  sources  to  meet  the  needs  that  the  public  is 
placing  upon  them  to  provide  the  housing  product.  And  we  are 
looking  as  an  industry  not  only  both  at  those  alternative  materials 
but  also  in  trying  to  enhance  the  education  of  our  members  toward 
those  alternative  materials  such  as  steel,  engineered  wood  prod- 
ucts, things  such  as  laminates  and  plastics  and  so  forth,  that  can 
be  substitutes  to  take  the  place  for  a  shortage  of  wood  and  provide 
some  stability  and  certainty  as  to  not  only  the  availability  of  those 
materials  but  the  price  of  those  materials. 

But  it  is  veiy  much  of  a  structural  thing,  and  our  industry,  as 
you  very  well  know,  Mr.  Chairman,  is  very  much  brought  up  on 
and  educated  to  lumber  and  depends  very  heavily  upon  lumber. 
Our  people  understand  how  to  use  it.  The  distribution  system  is 
based  upon  lumber,  the  production  system.  And  to  shift  to  an  alter- 
native material  requires  a  lot  of  education,  and  that  education  is 
slow  to  come,  although  we  are  working  very  hard  to  accelerate  that 
education. 

Also,  there  is  a  lot  of  knowledge  yet  to  be  understood  about  alter- 
native materials,  such  as  in  the  case  of  steel  which  appears  to  be 
a  viable  alternative.  But  there  is  a  lot  of  concern  about  what  gauge 
of  steel  do  you  use.  There  are  some  questions  about  its  conductivity 
and  other  questions  about  how  do  you  use  it  and  how  does  it  fit 
within  the  product.  And  so  that  is  going  to  take  a  lot  of  time  in 
order  to  provide  the  proper  research  and  education  for  it  to  be  a 
more  viable  alternative. 

Chairman  Gonzalez.  Thank  you  very  much.  That  was  a  very 
complete  response,  and  I  share  the  challenge  in  the  immediate 
present  and  the  immediate  future  of  confronting  the  reality  of  the 
problem  and  the  deep-rooted  and  manifested  complex  causes  that 
have  to  be  addressed  on  another  level  beyond  our  own  scope. 

Now,  Mr.  Swisher,  I  realize  that  the  homes  that  you  construct, 
even  in  my  district,  are  for  very  low-income  families  or  dwellers, 
and  as  you  pointed  out,  would  be  the  most  impacted.  Does  Habitat 
have  any  other  overall  types  of  framing  methods  that  would  de- 
crease this  cost  of  lumber? 

Mr.  Swisher.  Like  Mr.  Thompson,  the  home  builders  in  general, 
we  are  being  forced  to  look  at  alternative  methods.  I  will  not  repeat 
what  Mr.  Thompson  so  accurately  and  eloquently  stated  about  al- 
ternatives, except  that  in  our  market  there  is  one  further  difference 
that  I  would  have  to  draw  attention  to.  In  the  upper  market  homes, 
the  exterior  is  usually  brick;  therefore,  there  is  a  complete  gap  and 
no  real  different  connection  between  the  steel  and  the  brick  as  op- 
posed to  the  conventional  method  of  wood  and  brick.  In  the  very 
low-cost  market  that  we  are  in,  we  cannot  afford  brick,  particularly 
when  we  are  relying  on  volunteer  labor.   It  is  not  a  volunteer- 
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friendly  material.  So  we  use  various  types  of  siding,  and  the  con- 
nection of  the  siding  to  the  steel  is  another  and  more  problematic 
aspect  of  steel  construction  than  some  of  the  more  upper  market 
and  higher  priced  homes  that  are  using  brick  and  other  more  ex- 
pensive exterior  siding  or  coverings. 

Chairman  GONZALEZ.  I  might  add  that  more  than  10  years  ago — 
or  it  could  have  been  the  late  1970's — the  subcommittee  also  had 
hearings  in  a  controversy  that  was  erupting  between  lumber  and 
masonry  construction.  In  fact,  in  the  lumber-short  areas,  there 
were  efforts  made  for  implementation.  I  do  not  recall  that  any  were 
adopted,  but  it  became  a  real  knockdown  and  dragout  fight  on  this 
level  of  this  subcommittee.  But  it  turned  out  to  be  due  to  the  com- 
petition between  the  wood  or  lumber  and  masonry  industries.  And 
in  some  parts,  in  fact,  I  believe  your  part,  the  southern  and  eastern 
seashore,  and  the  Southwest,  the  masonry  industry  really  had  a 
very  strong  presence. 

But  I  believe,  and  I  certainly  agree  with  Mr.  Thompson,  that  it 
is  still  the  indispensable  ingredient  in  the  overwhelming  prepon- 
derant bulk  of  our  housing  construction.  So  we  will  have  to  see.  It 
used  to  be,  also,  that  Congress  and  Representatives  at  the  time  did 
not  mind  addressing  these  issues  head  on  and  touching  on  such 
subjects  as  credit  allocations,  ceilings,  and  price  controls.  Of  course, 
today  that  is  unheard  of  That  should  have  been  cautiously  looked 
into  in  1971  when  the  so-called  Economic  Stabilization  Act  which 
came  through  this  subcommittee,  and  was  really  in  common  par- 
lance wage  and  price  controls.  Incidentally,  I  was  one  of  five  that 
opposed  it.  And  if  economists,  like  doctors,  were  to  be  held  account- 
able for  their  failures,  they  would  hang  their  head  in  shame  be- 
cause every  one  of  them,  nationally  and  internationally  known, 
that  came  before  the  committee  and  said  we  had  to  adopt  without 
any  change  the  1971  act.  And,  of  course,  I  tracked  it,  and  I  wrote 
a  dissenting  view.  I  wish  I  had  been  wrong.  Because  I  believe,  in 
fact  I  know,  that  that  was  the  beginning  of  what  just  a  few  years 
later  became  the  stagflation  phenomenon.  And  I  am  sure  it  was  di- 
rectly attributable  to  that. 

You  are  young  and  you  may  not  remember,  but  my  argument 
was  that  it  was  just  as  important  at  the  very  beginning  to  figure 
out  how  we  would  take  off  the  controls  as  to  how  they  were  being 
imposed.  And,  of  course,  no  thought  was  given  to  that,  so  it  was 
not  a  matter  of  1  year,  IV2  years,  when  it  was  obvious  in  this  very 
complicated  economy  it  was  not  going  to  work.  We  went  into  the 
so-called  phase  1,  then  phase  2,  then  phase  2V2,  and  phase  3,  and 
the  result  was  what  some  very,  very  bright  mind  coined  the  term 
as  stagflation.  And  we  are  going  to  have  some  academicians  in  the 
second  panel. 

I  for  one  am  deeply  grateful  because  you  will  help  us  again  focus 
and  try  to  see  what  we  can  do  to  address  this.  I  think  what  would 
have  been  done  say  in  the  1960's,  would  be  impossible  to  do  today. 
But  also  out  of  that  Subcommittee  on  Consumer  Affairs  I  spoke  of, 
under  the  chairmanship  of  Ms.  Sullivan,  we  had  such  things  as  ad- 
dressing the  speculative  impact  of  the  incremental  and  exponential 
increase  in  the  price  of  sugar  and  coffee.  Just  by  addressing  it  and 
threatening  to  do  something  about  controlling,  it  had  its  impact. 


13 

So  maybe  we  can  have  the  whip  and  the  will  to  do  something 
now,  but  I  wanted  to  thank  you  for  your  great  input  here. 

Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  Just  a  couple  of  quick 
questions. 

Mr.  Thompson,  you  talked  at  length  about  the  impact,  and  cer- 
tainly I  agree  with  you.  What  is  your  position  as  to  what  has 
caused  the  price  increases? 

Mr.  Thompson.  Congressman,  I  think  without  question  that  the 
preponderant  reason  that  we  are  having  these  violent  increases  in 
lumber  prices  is  due  to  a  tremendous  reduction  in  the  supply  of 
timber  that  is  being  allowed  to  be  harvested  from  Federal  lands  in 
the  Pacific  Northwest. 

Just  to  give  you  an  example,  as  recently  as  1987  approximately 
5  billion  board  feet  of  timber  was  being  harvested  in  the  region  6 
area,  which  is  the  Pacific  Northwest  part  of  this  country.  In  1993, 
just  last  year,  probably  less  than  100  million  board  feet  of  timber 
is  bein^  harvested  from  this  region.  And  the  President's  forest  plan, 
which  IS  due  to  be  finalized  at  the  end  of  this  month,  is  calling  for 
harvests  at  a  level  of  approximately  1.1  billion  board  feet  for  the 
balance  of  this  decade,  in  essence  really  for  the  next  10  vears.  And 
the  reduction  from  5  billion  board  feet  in  1987  to  1.1  billion  board 
feet  is  about  a  70  percent  reduction  in  the  supply  of  timber  that 
is  coming  out  of  this  critical  area  of  the  Pacific  Northwest  that  is 
incredibly  confounding  the  marketplace,  not  only  in  terms  of  the 
shortage  of  supply  and  resulting  increase  in  price,  but  what  it  does. 
Congressman,  to  the  pipeline  of  lumber  that  is  in  inventory,  timber 
under  contract,  as  it  is  called,  that  is  available  to  meet  increasing 
demand. 

But  without  question,  the  preponderant  reason  is  the  tremendous 
reduction  in  supply  of  timber  from  that  area. 

Mr.  Thomas.  We  had  an  experience  in  the  Black  Hills,  which  I 
suppose  is  not  a  big  producer  but  it  is  big  to  us.  They  had  10  sales; 
each  of  them  was  appealed  by  an  environmental  group.  None  of  the 
appeals  was  upheld,  but  it  reduced  for  that  whole  year  the  produc- 
tion, and  delayed  it,  at  least. 

Private  ownership  represents  nearly  85  percent.  Is  it  your  feeling 
that  this  reduction  in  the  Federal  production  has  had  the  impact 
on  the  price? 

Mr.  Thompson.  Absolutely,  and  it  is  so  critical  and  it  is  such  a 
large  reduction,  as  I  said,  about  a  70  percent  reduction.  And,  in  es- 
sence, you  have  had  the  major  supplier  in  the  marketplace  in  the 
Pacific  Northwest,  which  has  been  the  Federal  Grovernment,  with- 
draw from  the  market.  Then  that  has  put  an  incredible  strain  on 
the  private  lands  which  are  just  producing  at  peak  levels  today  and 
really,  to  be  candid  with  you,  at  some  levels  that  probably  are  not 
sustainable. 

Mr.  Thomas.  Mr.  Lereah,  you  indicated  in  order  to  maintain  a 
high  level  of  housing  affordability  we  urge  Congress  to  pursue  poli- 
cies that  promote  greater  stability.  Would  you  describe  briefly  what 
those  policies  ought  to  be,  in  vour  judgment? 

Mr.  Lereah.  Well,  basically,  it  is  difficult  to  talk  about  specific 
policies  from  my  vantage  point.  I  am  talking  more  in  terms  of  re- 
ducing the  uncertainty  of  policy  right  now  and  the  position  of  the 
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U.S.  Government.  Right  now  the  way  I  characterize  price  move- 
ments in  the  lumber  markets,  there  is  uncertainty  of  supply  shocks 
and  of  what  is  the  government  doing  with  environmental  restric- 
tions. As  long  as  that  uncertainty  exists  in  any  market,  you  are 
going  to  be  vulnerable  and  subject  to  extraordinary  price  fluctua- 
tions intermittently.  And  that  is  one  thing  I  am  worried  about. 

Mr.  Thomas.  I  see.  So  uncertainty  in  terms  of  forest  harvest  pol- 
icy, in  terms  of  endangered  species,  those  kinds  of  things. 

Mr.  Lereah.  Yes. 

Mr.  Thomas.  I  see.  Mr.  Thompson,  why  is  it  that  there  seems, 
at  least  in  my  area,  to  be  an  abundance.  The  houses  that  are  built 
are  very  high  priced  houses.  Is  that  a  choice  of  builders?  Why  is 
that? 

Mr.  Thompson.  Well,  of  course,  I  cannot  speak  specifically  to 
your  area.  Congressman,  but  I  think  the  real  tragedy  here,  as  was 
brought  out  in  some  of  the  testimony,  is  that  for  first-time  home 
buyers.  You  know,  obviously  and  candidly,  the  higher  priced 
houses,  $150,000  and  up  houses,  if  they  have  $4,000  or  $5,000 
added  to  the  cost  of  them,  those  people  that  are  buying  those 
homes  have  a  greater  ability  to  offset  that  and  to  contend  with  that 
price  increase  in  terms  of  their  income  capacity  and  so  forth.  But 
it  is  the  people  at  the  margin,  the  people  that  are  trying  to  move 
out  of  an  apartment  and  start  their  lives  and  start  to  build  equity 
and  have  a  house,  and  the  people  that  would  move  into  low-income 
housing  by  virtue  of  the  restoration,  as  you  know,  of  the  low-in- 
come housing  tax  credit,  which  I  said  is  responsible  for  about 
50,000  to  60,000  units  a  year,  to  only  see  then  that  their  rents  go 
in  excess  of  30  percent  of  their  income.  I  have  worked  on  some 
Habitat  houses  myself  to  see  those  people  realize  that  they  are 
going  to  be  able  to  have  home  ownership,  and  instead  of  building 
30  houses  a  month,  maybe  they  can  only  build  25  houses  a  month. 

And  so  the  innocent  victims  of  this  convoluted  Federal  policy  are 
those  people  that  are  on  the  margin,  that  because  of  some  other 
reasons,  maybe  low  interest  rates,  at  least  up  until  February  4  we 
had  low  interest  rates  in  this  country,  and  that  was  availing  a  lot 
of  people  the  opportunity  to  own  housing  for  the  first  time,  and 
particularly  those  people  that  deserved  it  and  needed  it  most,  start- 
ing careers  and  young  families  starting  their  families  out.  So  they 
are  the  ones  that  are  really  affected,  and  when  that  price  goes  up 
$4,000  or  $5,000,  it  is  not  just  the  fact  that  they  have  to  have  some 
$1,500  or  $1,600  more  in  income  to  qualify  for  that  house,  but. 
Congressman,  as  you  know,  they  have  to  have  more  money  for  the 
downpayment  because  the  house  goes  up  and  they  have  to  have  an- 
other 5  or  10  percent  of  that  increase. 

Mr.  Thomas.  Finally,  my  last  question,  as  a  person  representing 
the  private  sector,  would  you  prefer  to  see  some  movement  in  pol- 
icy and  in  regulation  and  those  kinds  of  things?  Or  would  you  like 
to  see  the  government  involved  more  in  price  fixing  and  setting? 

Mr.  Thompson.  Well,  no,  I  think  that  we  have  got  to  do  some- 
thing, and  my  suggestion  to  the  government  would  be  to  intervene 
to  free  up  the  flow  of  timber,  particularly  off  of  forest  lands  in  the 
Pacific  Northwest  and  Federal  lands,  because  we  have  got  to  break 
the  gridlock  that  is  in  place  now,  Congressman. 
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You  know,  when  the  President  held  the  Forest  Summit  in  Port- 
land, Oregon,  in  April  of  last  year,  there  was  a  lot  of  discussion, 
and  he  mentioned  the  word  that  we  have  got  to  get  this  issue  out 
of  the  courtroom  and  into  the  boardroom.  We  have  got  to  free  this 
up  from  this  injunctive  peril  and  get  timber  flowing  again  in  this 
country. 

If,  in  fact,  we  could  do  that  vis-a-vis  a  number  of  sources  and  the 
amendment  to  the  Endangered  Species  Act,  sufficiency  language 
particularly  in  the  appropriations  process  which  would  insulate  the 
allowable  harvest  of  1.1  billion  that  he  has  talked  about  from  being 
attacked  in  the  courts,  and  get  the  lumber  flowing  again,  that  cer- 
tainly would  be  a  tremendous  help. 

Mr.  Thomas.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  The  Chair,  with  Mr.  LaRocco's  consent,  is 
going  to  recognize  Mrs.  Maloney.  She  is  going  to  have  to  go  to  the 
House  floor  and  speak,  and  she  has  a  statement.  I  will  recognize 
her  at  this  point. 

Mrs.  Maloney.  Thank  you,  Mr.  Chairman. 

Today's  hearing  focuses  on  one  of  many  factors  that  can  drive  up 
the  price  of  new  housing,  thus  decreasing  the  availability  of  afford- 
able housing. 

It  is  important  to  note  that,  according  to  the  National  Association 
of  Home  Builders,  lumber  prices  account  for  5  percent  or  less  of  the 
cost  of  a  new  house. 

So  we  should  not  overestimate  the  impact  of  the  temporary  in- 
crease of  lumber  prices  on  rising  housing  costs. 

While  this  hearing  is  focused  on  the  impact  on  rising  lumber 
prices,  much  of  the  background  material  provided  to  subcommittee 
members  focused  on  why  lumber  prices  have  risen. 

These  materials  focused  on  just  one  reason  for  the  rise  in  lumber 
prices:  Wilderness  protection.  I  feel  it  is  important  to  provide  some 
alternative  explanations  for  this  price  increase. 

Many  dispassionate  experts,  including  the  Congressional  Re- 
search Service,  find  that  there  are  a  myriad  of  reasons  behind  the 
rapid  increase  in  timber  prices. 

Some  opponents  of  Federal  wilderness  protection  legislation  at- 
tempt to  lay  all  the  blame  on  the  rise  in  lumber  prices  on  the  log- 
ging restrictions  placed  upon  the  forests  of  the  Pacific  Northwest. 
However,  this  analysis  is  not  borne  out  by  the  facts.  Yes,  Pacific 
Northwest  timber  sales  have  been  reduced.  But  even  in  the  heyday 
of  timber  harvesting,  Federal  and  State  lands  in  the  Pacific  North- 
west accounted  for  only  37  percent  of  the  regional  lumber  supply. 

According  to  the  Congressional  Research  Service,  the  lumber 
price  increase  can  mainly  be  attributed  to  the  burgeoning  economic 
recovery.  Lumber  prices  rise  when  housing  starts  increase.  That  is 
just  a  simple  fact.  And  similar  price  increases  of  30  percent  oc- 
curred in  both  1976  and  1983,  when  the  Nation  was  coming  out  of 
a  recession. 

Also,  there  has  been  great  speculation  that  the  United  States 
will  restrict  importation  of  Canadian  lumber,  which  supplies  30 
percent  of  U.S.  lumber  needs.  This  has  led  to  great  speculation  in 
the  markets  and  a  consequent  rise  in  the  price  of  lumber. 

Last,  it  is  important  to  note  that  as  the  economy  cools,  lumber 
prices  will  begin  to  fall.  While  1,000  board  feet  of  lumber  sells  for 
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$475  today,  May  future  prices  are  trading  at  $405,  and  long-range 
future  prices  for  May  1995  are  trading  at  $310. 

So,  in  all,  Mr.  Chairman,  there  are  many  components  that  lead 
to  lumber  price  increases,  which  in  turn  represent  about  5  percent 
of  the  cost  of  a  new  home. 

Thank  you. 
.    [The   prepared   statement   of  Congresswoman   Maloney   can   be 
found  in  the  appendix.] 

Chairman  Gonzalez.  Thank  you,  Mrs.  Maloney. 

Mr.  LaRocco. 

Mr.  LaRocco.  Thank  you,  Mr.  Chairman. 

Mr.  Thomas  was  here  and  asked  some  questions  earlier.  He  and 
I  both  serve  on  the  Natural  Resources  Committee  and  the  Banking 
Committee,  and  I  think  the  jurisdiction  of  both  these  committees 
is  converging  on  this  issue  with  regard  to  timber  supply  off  the 
Federal  lands,  the  policies  there,  and  the  Banking  Committee's 
keen  interest  in  the  effect  of  high  lumber  prices  on  the  affordability 
of  housing. 

I  have  tried  in  both  committees,  in  both  my  assignments  here  in 
the  Congress,  to  get  my  arms  around  this  issue,  Mr.  Chairman.  For 
example,  in  the  Natural  Resources  Committee,  I  am  dealing  wdth 
the  very  problem  that  my  colleague  from  the  14th  District  of  New 
York  just  mentioned;  the  allocation  of  our  lands  out  West,  the  wil- 
derness question,  and  the  proper  balance  between  preserves  and 
working  forests,  multiple  use  and  the  other  uses  of  the  forest.  I  am 
active  in  that  area.  Very  active,  Mr.  Chairman. 

In  fact,  last  week  we  had  a  hearing  on  my  Wilderness  bill  for  the 
State  of  Idaho;  no  easy  issue  to  resolve! 

I  am  also  very  active  on  the  forest  health  issue,  Mr.  Chairman, 
which  is  a  critical  issue  in  Idaho  where,  after  100  years  of  fire  sup- 
pression, various  types  of  management  schemes,  and  the  conver- 
gence of  drought  on  diseased  forests,  we  have  a  very  precarious  po- 
sition with  the  health  of  the  forests.  Scientists  say  that  we  may 
have  10  to  20  years  left  to  do  something  about  it.  I  have  a  Forest 
Health  bill  that  I  hope  this  Congress  takes  up  seriously. 

I  am  active  on  the  stewardship  forest  sales  issue.  I  am  active  on 
the  timber  receipts  issue.  I  am  active  on  the  endangered  species 
issue,  and  I  have  put  my  changes  and  my  proposals  to  change  the 
Endangered  Species  Act  on  paper.  But  I  think  the  work  that  we  are 
doing  in  the  Natural  Resources  Committee  is  lagging  somewhat, 
and  I  hope  that  we  can  catch  up. 

Today  we  are  examining  what  all  of  those  problems  mean  for 
America.  You  cannot  move  up  in  this  country  in  terms  of  home 
ownership  if  you  cannot  move  in.  And  that  is  one  thing  that  I  think 
concerns  you,  Mr.  Chairman,  and  me.  The  testimony  that  the  home 
builders  have  given  on  the  80,000  to  100,000  people  who  could  be 
priced  out  of  the  market  is  a  very  dramatic  issue. 

Mr.  Swisher's  testimony  is  very  important  to  this  Congress  be- 
cause his  clientele,  his  constituency,  is  not  affected  by  interest 
rates,  but  they  are  affected  by  the  cost  of  materials.  And,  of  course, 
the  low-income  tax  credit  and  all  of  those  things  and  the  issues 
that  Mr.  Lereah  brought  out  are  critical. 

I  have  a  couple  of  questions  that  I  would  like  to  proceed  on.  Mr. 
Thompson,  is  there  any  estimate  that  you  can  give  with  regard  to 
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the  economic  impact  of  80,000  or  100,000 — you  choose  which  figure 
you  want  to  use — would  have  on  the  economy?  Obviously,  home- 
builders  using  lumber  also  have  relationships  with  all  contractors, 
whether  it  is  roofers,  plumbers,  fixtures,  carpeting,  windows,  all  of 
the  aspects  that  make  up  a  home. 

If  we  could  get  some  economic  data  here  on  these  particular  is- 
sues, it  would  be  very  important.  Also  to  put  the  80,000  to  100,000 
home  buyers  that  may  be  priced  out  of  the  market  in  perspective. 

Mr.  Thompson.  I  think,  Congressman,  that  is  an  excellent  ques- 
tion. Just  to  kind  of  quickly  elaborate  on  that,  as  I  mentioned  in 
my  testimony,  it  is  approximately  80,000  to  100,000  buyers  that 
have  been  priced  out  of  the  ability  to  buy  a  new  home.  And  when 
you  look  over  the  last  eight  quarters  of  our  economy  since  we  have 
rebounded  from  the  recession  of  1991,  as  I  mentioned,  about  18 
percent  of  the  increase  in  the  gross  domestic  product  has  been  as 
a  result  of  residential  construction,  the  total  construction  element. 
So,  truly,  housing  has  been  what  it,  indeed,  is  and  has  been  for 
many  years  in  this  country — an  engine  of  economic  growth.  And  it 
is  a  real  tragedy  that  even  though  housing  starts  increased  from 
1992  to  1993  and  we  are  projecting  them  to  increase  from  1993  to 
1994,  this  industry  could  even  be  a  greater  engine  of  economic 
growth  if  it  were  not  for  some  of  these  impediments  that  are  cur- 
tailing our  ability  to  build  more  housing  and  meeting  the  needs  of 
people  in  this  country.  But  truly  those  people  have  been  priced  out. 
Then  when  you  add  to  that  now  the  double-edged  impact  of  in- 
creasing interest  rates,  which  just  since  October  of  last  year,  when 
we  had  mortgage  rates  below  7  percent  and  now  they  are  approach- 
ing 8  percent,  that  approximate  1  percent  increase  is  going  to  price 
out  maybe  another  150,000  people  from  the  ability  to  buy  a  new 
home. 

So  the  combination  of  the  150,000  there  and  the  close  to  100,000 
in  lumber  is  about  a  quarter  million  people  that  are  being  denied 
the  opportunity  to  buy  a  home. 

Mr.  LaRocco.  Do  you  have  any  figures  now,  anybody  on  the 
panel,  with  regard  to  the  economic  impact  of  the  250,000  people 
being  priced  out  of  the  market?  What  economic  impact  does  that 
loss  of  jobs  and  materials  and  purchasing  have  on  the  economy? 

Mr.  Thompson.  I  can  speak  to  that.  Our  statistics  show,  Mr. 
Congressman,  that  for  every  100,000  housing  starts  that  this  in- 
dustry produces,  it  generates  237,000  jobs,  and  it  creates  about 
$5.5  billion  in  wages,  in  addition  to  a  tremendous  increase  to  the 
tax  revenues,  particularly  of  local  communities  that  rely  on  and 
need  those  tax  revenues  to  fuel  the  essential  services  that  they  pro- 
vide to  all  sectors  of  the  economy. 

But  if  we  could  build  another  100,000  housing  starts,  just  those 
100,000  that  were  priced  out  because  of  the  increase  m  lumber 
prices  on  afifordability,  that  would  be  another  237,000  jobs  that  we 
could  generate  for  the  economy. 

Mr.  LaRocco.  I  would  like  to  address  the  volatility  or,  put  an- 
other way,  the  stability  question,  either  way  you  want  to  argue  it, 
on  the  economy  here.  What  is  your  estimate  for  things  leveling  out, 
or  is  there  any  estimate  under  the  present  conditions  rights  now? 
Obviously,  this  volatility  is  very  harmful  for  your  business,  for  the 
buyers,  and  I  want  to  get  to  Mr.  Lereah  on  that  question  of  pricing 
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people  out  of  the  market,  getting  them  to  hold  back?  What  is  going 
on  with  the  appraisals,  consumer  confidence,  and  so  forth?  Is  there 
any  light  at  the  end  of  the  tunnel  as  of  today? 

Mr.  Thompson.  I  am  not  confident  that  there  is,  Congressman, 
and  the  volatility — ^you  have  hit  a  key  point — is  incredibly  frustrat- 
ing. As  a  builder,  when  you  sit  there  and  you  trv  to  price  a  home 
today  based  upon  your  expectation  of  the  costs,  tne  historical  costs 
of  the  product  that  is  going  in  it,  your  anticipation  of  it,  you  price 
it  according  to  that.  And  in  many  cases  when  a  builder  prices  a 
home  today,  he  uses  his  best  efforts,  as  I  said,  to  price  it  based 
upon  what  he  thinks  the  lumber  is  going  to  cost  him.  But  it  can 
be  6  to  8  weeks  or  longer  before  he  actually  buys  that  lumber  to 
start  the  framing  process  on  that  house.  In  that  period  of  time, 
given  this  incredible  volatility  that  we  have  had,  the  price  could  go 
up  another  5  percent  or  another  10  percent.  And  I  have  not  had 
a  whole  lot  of  luck  going  back  to  my  buyers  after  1  have  already 
agreed  to  a  contract  price  in  asking  them  to  add  on  5  or  10  percent 
to  the  price  of  the  product. 

So  it  is  very  consternating  in  terms  of  trying  to  anticipate  how 
to  price  the  product  and  to  know  how  to  properly  price  it.  And  the 
other  problem  with  this  volatility  is  I  do  not  think  there  is  any 
light  at  the  end  of  the  tunnel.  There  is  still  the  problem  of  the  in- 
adequate supply  of  timber  that  is  flowing  from  the  Pacific  North- 
west. The  timber  is  not  flowing.  The  President's  plan  hopefully  will 
be  acted  on  by  Judge  Dwyer  in  early  April,  but  there  is  very  good 
reason  to  believe  that  that  will  be  challenged  again  by  the  extrem- 
ists in  our  country  and  that  we  will  continue  to  have  this  gridlock 
and  these  injunctions  will  still  be  there  and  the  timber  will  not 
flow. 

I  think  what  is  going  to  happen  is  that  as  we  thaw  out — we  have 
had  a  harsh  winter,  as  you  know,  around  this  country  that  has  cur- 
tailed a  lot  of  builders  from  building  to  meet  otherwise  what  has 
been  some  great  demand  going  into  this  year — that  as  we  thaw  out, 
there  is  going  to  be  a  tremendous  pressure  on  this  inadequate  pipe- 
line and  the  shortage  of  supply  to  supply  lumber  to  meet  this  grow- 
ing need,  and  it  is  just  going  to  exacerbate  the  problem. 

Mr.  LaRocco.  What  concerns  me  about  the  current  situation  is 
that  the  home  buyer  and  the  builder  are  playing  the  futures  mar- 
ket, and  I  do  not  think  they  should.  That  market,  and  the  volatility 
of  it,  is  for  speculators,  not  for  people  who  are  trying  to  run  a  busi- 
ness and  buy  their  first  home.  That  is  really  what  is  going  on  here. 

Mr.  Thompson.  Just  real  quickly  to  add  to  that,  and  I  will  finish. 
To  give  you  an  illustration  of  the  excellent  points  you  just  made, 
in  December  of  last  year  we  had  a  home  buyer,  a  couple,  that  came 
out  to  look  at  our  model  home,  and  we  priced  it  to  them  and  the 
interest  rates  and  so  forth,  and  it  looked  really  good  to  them.  Well, 
they  wanted  to  then  go  spend  the  normal  time  to  accumulate  their 
downpayment  and  get  things  in  order  and  to  get  qualified  and  that 
type  of  thing.  When  they  came  back  out  to  our  model  home  in  early 
February  and  found  out  that  we  had  added  $3,500  to  the  price  of 
that  same  home,  they  said,  "What  has  happened?  We  do  not  under- 
stand it.  We  were  right  on  the  threshold  of  being  able  to  afford 
when  we  came  out  here  in  December,  and  now  it  has  gone  up 
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$3,500.  We  have  to  come  up  with  more  downpayment,  more  in- 
come. We  cannot  quaHfy.  Why?  What  happened?" 

It  is  unfortunate  that  that  circumstance  presents  itself,  but  it 
repHcates  itself  around  the  country  today  with  examples  like  that 
because  of  this  volatility. 

Mr.  LaRocco.  Yes.  Well,  the  futures  market  is  not  totally  for 
speculators.  I  know  a  lot  of  people  hedge  on  that  so  that  they  can 
lock  in  prices  and  so  forth. 

Mr.  Thompson.  Right. 

Mr.  LaRocco.  But,  still,  my  point  is  the  point  you  just  made.  But 
I  would  like  to  get  my  arms  around  this  appraisal  issue  a  little  bit, 
if  I  could,  between  Mr.  Thompson  and  Mr.  Lereah. 

If  the  price  goes  up  and  the  appraisal  is  not  based  on  that  and 
then  the  home  buyer  has  to  come  up  with  that  increase  as  part  of 
the  downpayment,  which  could  then  result  in  what  we  just  talked 
about,  could  we  discuss  that  a  little  bit  more?  Is  there  anything 
that  we  can  do  about  that  or  anything  in  the  private  sector  in  the 
market  process  that  can  be  done? 

I  am  not  looking  for  legislation  to  solve  this  problem,  but  I  want 
to  better  understand  it.  The  purpose  of  this  hearing  is  to  under- 
stand what  is  going  on  out  there  right  now  between  home  buyers 
and  mortgage  bankers  and  appraisals  as  they  fill  out  the  loan  docu- 
ments. Mr.  Lereah. 

Mr,  Lereah.  I  think  the  real  problem  right  now  is  that  you  have 
got  this  marketplace  where  appraisers  are  looking  at  conditions  in 
the  housing  market  when  the  appraisals  were  made,  and  then  all 
of  a  sudden  you  have  higher  lumber  costs  and  higher  home  prices, 
so  you  can  have  a  home  in  a  development  that  was  just  recently 
built  and  a  home  built  6  months  ago,  and  the  appraisals  will  be 
verv,  very  similar,  but  yet  the  market  value,  the  price  of  the  home, 
will  be  different.  That  could  be  very  negative  in  terms  of  first-time 
home  buyers  or  all  home  buyers,  the  very  fact  is  that  the  loan  bal- 
ance is  now  higher  for  the  higher  priced  home  even  though  the  ap- 
praisal value  had  not  changed.  That  makes  it  more  difficult  to 
qualify,  to  purchase  the  home  for  people  at  the  margin  and  also  it 
means  a  greater  downpayment  for  the  house  as  well. 

Mr.  LaRocco.  Mr.  Thompson. 

Mr.  Thompson.  And  I  would  say,  too.  Congressman,  it  has  been 
a  real  problem  for  those  of  us  in  the  building  business  because  we 
rely,  obviously,  so  heavily  on  appraisals  to  support  the  loan  docu- 
mentation package  and  to  allow  people  to  pay  for  the  home  and  to 
purchase  the  home. 

What  we  are  seeing  is  that  because  of  this  volatility  the  apprais- 
als are  not  keeping  up  with  what  is  really  happening  currently  in 
the  marketplace,  and  they  come  out  to  appraise  a  home  and  they 
are  using  comparables,  as  they  call  it,  based  upon  what  previous 
homes  have  sold  for.  But  those  previous  homes  were  built  with 
lower  lumber  cost  packages.  So  as  we  are  now  buying  in  the 
present  market  and  having  to  add  $4,000  or  $5,000  on  to  the  price 
of  our  house,  as  I  mentioned  earlier,  they  are  not  reflecting  that 
in  their  appraisals.  So,  obviouslv,  the  only  way  that  people  then 
can  buy  that  house  is  to  pay  it  all  in  additional  downpayment. 

We  have  Nvorked  very  closely  with  HUD  and  also  with  the  GSEs 
on  this  particular  problem,  and  we  have  asked  them  to  allow  the 
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appraisers  to  start  considering  sales  contracts  as  well  as  com- 
parable data  to  better  reflect  what  is  currently  happening  in  the 
marketplace,  because  this  4-  or  5-month  gap  sometimes,  as  volatile 
and  as  fluid  as  this  situation  is,  it  is  a  lifetime.  So  they  have  got 
to  reflect  it  in  looking  at  sales  contracts  to  more  adequately  gauge 
what  the  real  cost  of  housing  is  in  the  marketplace. 

Mr.  LaRocco.  Thank  you  very  much.  This  Congressman  built  a 
home  last  year,  and  I  added  a  garage  this  year,  and  I  know  exactly 
what  you  are  talking  about  because  the  cost  of  lumber  was  dra- 
matically higher.  I  should  have  bit  the  bullet  and  built  it  earlier, 
but  I  did  not.  The  cost  was  dramatically  higher. 

Mr.  Chairman,  I  know  we  have  to  vote,  and  we  will  be  back  with 
more  questions  and  listen  to  the  second  panel.  Thank  you. 

Chairman  Gonzalez.  The  gentlewoman  is  recognized.  We  have 
about  5  minutes. 

Ms.  FURSE.  Thank  you,  Mr.  Chairman. 

I  certainly  hope,  Mr.  Thompson,  when  you  say  "extremists"  you 
are  not  referring  to  the  Northwest  timber  companies  who  have  filed 
some  suits.  I  am  sure  you  were  not. 

First  of  all,  I  was  wondering  if  you  could  tell  me  this:  Obviously, 
one  potential  means  of  increasing  the  domestic  timber  supply  is  to 
restrict  the  billions  of  board  feet  of  unprocessed  logs  that  are  going 
overseas.  I  would  be  interested  in  hearing  if  you  and  other  mem- 
bers think  that  increased  log  export  restrictions  would  be  a  useful 
way  to  lower  lumber  prices.  Obviously,  only  private  lands  now  can 
export.  Do  you  think  if  we  had  further  restrictions  on  those  exports 
that  this  might  help?  That  was  my  first  question. 

My  second  question  was  that  on  March  18  there  was  a  Wall 
Street  Journal  article  which  reported  that  timber  prices  have 
dropped  sharply  in  that  week  down  to  $416  per  1,000  board  feet 
due  to  bad  weather.  It  was  being  held.  They  could  not  release  it 
because  they  were  not  building  because  of  bad  weather,  and  that 
had  delayed  the  housing  starts. 

Obviously,  that  shows  that  there  is  more  than  just  one  factor  in 
this  problem.  Could  you  describe  in  detail  what  these  factors  are 
and  the  contribution  these  other  factors  are  making  to  current  tim- 
ber prices?  Two  questions  for  the  panel,  if  they  would  care  to 
respond. 

Mr.  Thompson.  Congress  woman,  if  I  may  at  the  outset,  on  the 
situation  with  exports  the  real  additional  confounding  tragedy  in 
this  situation  is  that  at  a  time  when  we  have  an  all-time  increase 
and  level  of  imports  coming  into  this  country  and  a  reduction  in  ex- 
ports of  both  whole  logs  and  processed  timber  going  out  of  this 
country,  we  still  have  increased  lumber  prices. 

Exports,  when  you  consider  the  composition  of  exports,  which  is 
both  the  raw  logs,  as  you  know,  that  go  and  also  the  processed  fin- 
ished material  that  goes,  only  account  for  about  15  percent  of  the 
consumption,  and  that  has  been  going  down. 

Now,  for  me  to  say  should  I  suggest  to  private  concerns  that  they 
restrict  what  they  export  out  of  this  country,  I  think  what  our  con- 
cern was  earlier,  which  has  been  eliminated,  was  some  of  those 
companies  had  been  receiving  a  tax  benefit  from  the  exportation  of 
those  logs.  And  I  do  not  think  that  that  was  proper  or  appropriate, 
and  that  has  been  eliminated.  But  for  me  as  a  private  concern  to 
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tell  those  people  what  to  do  with  their  logs,  I  do  not  think  that  is 
my  position.  But  I  think  the  problem  is  not  exports  because  they 
have  been'  reducing  themselves.  I  think  the  problem  is  a  shortage 
of  supply  in  terms  of  the  timber  that  is  being  allowed  to  be  har- 
vested from  the  Pacific  Northwest. 

On  your  second  question,  I  have  not  seen  those  prices  go  down. 
Right  now  they  are  at  $443.  As  recently  as  December  31,  lumber 
was  at  $510  per  1,000  board  feet,  which  was  an  all-time  high.  It 
has  come  back  down  now  to  $443,  in  my  opinion,  only  because  of 
what  I  mentioned  earlier  to  Congressman  LaRocco,  that  there  are 
a  lot  of  builders  like  me  that  are  waiting  to  start  houses  because 
of  a  lot  of  good  sales  that  we  have  had  this  year  based  upon  good 
consumer  attitudes  and  appropriate  interest  rates  or  conducive  in- 
terest rates,  only  to  have  that  ability  forestalled  because  of  poor 
weather.  They  cannot  get  out  into  the  field  to  start  the  homes; 
therefore,  they  have  not  been  going  to  their  lumber  suppliers  to  ask 
for  the  product.  Those  lumber  suppliers  in  turn  have  not  been 
going  to  the  producers  to  get  the  product,  and  there  has  been  a  re- 
duction in  the  inventory  situation  and  in  the  demand. 

I  think  as  soon  as  we  get  into  the  spring  building  season  that  it 
is  going  to  put  incredible  pressure  on  a  very  limited  supply  of  lum- 
ber, and  the  prices  are  going  to  go  beyond  that  $510  level  very 
quickly. 

Ms.  FURSE.  And  they  are  at  $416  now. 

Mr.  Thompson.  They  are  $443  as  of  last  Friday. 

Ms.  FuRSE.  According  to  the  Wall  Street  Journal.  OK. 

Mr.  Lereah.  I  will  just  reiterate  Mr.  Thompson's  point  on  the 
first  part;  that  is,  restricting  our  exports  is  not  the  answer.  It 
would  be  terribly  inefficient  in  the  long  run.  What  really  makes 
this  Nation  and  our  economy  great,  of  course,  is  a  free  market 
economy,  and  as  an  economist,  I  would  have  a  hard  time  swallow- 
ing something  like  that. 

Mr.  Swisher.  My  grandpa  used  to  say  that  nothing  is  sometimes 
a  clever  thing  to  do  and  usually  a  clever  thing  to  say,  and  I  will 
be  clever  at  this  point  and  say  I  am  not  an  expert  on  this  issue. 

Ms.  Furse.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  GtoNZALEZ.  May  I  suggest  that  if  we  have  any  addi- 
tional questions  we  submit  them  in  writing? 

Mr.  LaRocco,  in  order  not  to  detain  the  witnesses,  we  could  do 
the  same  and  dismiss  them,  unless  you  have  something  that  is  im- 
perative that  we  do  here  this  morning  in  their  presence.  Then 
when  we  come  back  from  registering  the  vote,  we  can  recognize  the 
second  panel. 

Gentlemen,  thank  you  very  much.  We  are  very  grateful  to  you. 

Mr.  Thompson.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  And  we  will  be  in  contact  with  you  as  we 
go  into  this  matter. 

Mr.  Lereah.  Thank  you,  Mr.  Chairman. 

Mr.  Swisher.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  We  will  stand  in  recess  for  not  more  than 
10  minutes  to  allow  the  members  to  record  their  votes. 

[Recess.] 

Chairman  Gonzalez.  The  subcommittee  will  come  to  order. 
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Our  second  panel  consists  of  Professor  Bruce  R.  Lippke  of  the 
College  of  Forest  Resources  of  the  University  of  Washington,  Se- 
attle; Mr.  Alberto  Goetzl,  consulting  forest  economist  of  the  Amer- 
ican Forest  &  Paper  Association,  Washington,  DC — and  I  trust  I 
have  pronounced  the  name  correctly;  and  Mr.  Michael  Fritz,  the 
president  and  CEO  of  the  Rugg  Lumber  Co.,  North  Hampton,  Mas- 
sachusetts, on  behalf  of  the  National  Lumber  and  Building  Mate- 
rials Dealers  Association. 

Gentlemen,  I  cannot  tell  you  in  words  how  grateful  we  are  that 
on  such  short  notice  you  responded,  and  particularly  those  of  you 
that  have  traveled  from  one  end  of  the  continent  to  the  other  to  get 
here.  This  is  a  very  important  hearing.  Unfortunately,  this  is  a 
week  that  will  end  this  Friday  and  actually  inaugurate  the  Easter 
break.  Therefore,  there  are  some  priority  votes  and  matters  that  in- 
terrupt the  proceedings.  But,  nevertheless,  the  members  each  have 
copies  of  your  statements,  and  I  wanted  to  thank  you  for  them. 
They  will  be  printed  in  the  record  of  the  hearing  exactly  as  you 
gave  them  to  us,  but  I  wanted  to  express  my  personal  thanks  for 
having  given  them  to  us  in  time  to  study  overnight. 

Pending  the  return  of  some  of  the  members,  particularly  Mr. 
LaRocco,  we  will  recognize  you  first.  Professor. 

STATEMENT  OF  BRUCE  R.  LIPPKE,  PROFESSOR,  COLLEGE  OF 
FOREST  RESOURCES,  UNIVERSITY  OF  WASHINGTON, 
SEATTLE,  WA 

Mr.  Lippke.  Thank  you,  Mr,  Chairman.  I  am  Bruce  Lippke.  I  am 
director  for  the  Center  for  International  Trade  in  Forest  Products 
at  the  University  of  Washington. 

In  today's  markets,  wood  product  prices  have  reached  prior  peaks 
with  demand  still  very  low  by  any  kind  of  historical  standards. 
This  is  not  the  first  time  that  wood  product  prices  have  been  high, 
but  it  is  the  first  time  they  have  reached  prior  peaks  even  though 
housing  is  30  percent  below  the  2  million  starts  level  that  we  had 
during  the  last  peak  of  1978  and  1979,  and  global  markets  are  still 
essentially  at  recession  levels  today  compared  to  where  they  were 
in  1979  when  most  countries  were  already  contributing  to  very 
high  levels  of  demand. 

Now,  lumber  markets  are  one  of  the  most  competitive  markets 
in  the  world.  Prices  are  continually  being  set  by  changes  in  demand 
and  supply.  I  have  provided  several  figures.  The  first  figure  shows 
you  the  history  of  the  composite  lumber  price  over  the  last  business 
cycle,  and  as  you  can  see,  as  they  started  out  in  early  1994,  they 
are  at  levels  equally  as  high  as  they  were  in  the  last  business  cvcle 
peak,  even  adjusted  for  inflation,  and  of  course,  much  higher  other- 
wise. And  that  is  true  even  though  productivity  has  gained  signifi- 
cantly over  this  last  decade,  and  you  would  have  thought  that 
prices  could  have  been  lower  in  this  business  cycle  peak. 

Now,  there  is  no  mystery  as  to  the  cause  of  this  price  increase. 
Demand  is  not  nearly  as  high  as  it  was  in  prior  lausiness  cycle 
peaks.  It  is  the  supply  that  has  been  reduced.  The  northern  spotted 
owl  conservation  has  reduced  supply  by  the  withdrawal  of  over  10 
million  acres  in  the  Pacific  Northwest,  and  not  long  after  the  owl 
was  listed  in  a  study  that  the  two  Governors  of  Washington  and 
Oregon  asked  us  to  do,  we  estimated  that  the  harvest  in  Washing- 
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ton,  Oregon,  and  northern  California  would  be  reduced  by  some  25 
percent. 

The  option  9  plan  to  save  the  owl  will  soon  exceed  those  earlier 
estimates.  Even  though  the  courts  just  this  week  ruled  the  FEMAT 
process  illegal,  the  Forest  Service  plans  are  targeted  toward  option 
9  and  probably  cannot  produce  enough  timber  sales  to  get  above 
those  kinds  of  option  9  targets. 

Stumpage  prices  in  the  Northwest  rose  as  soon  as  the  Forest 
Service  timber  sales  declined  back  in  1989.  Shown  in  figure  2  is  the 
comparison  of  the  west  side  prices  to  prices  in  the  eastern  regions 
against  the  decline  in  Forest  Service  sales.  As  you  can  see,  they 
correlate  quite  closely.  We  had  a  statistical  study  that  was  done  in 
late  1991  that  showed  that  $200  to  $240  increases  in  stumpage 
prices  were  directly  related  to  the  Forest  Service  sales  decline,  even 
on  State  timber,  which,  of  course,  was  not  in  the  same  sales  region. 
Stumpage  prices  today  are  much  higher  than  that. 

Now  that  prices  are  up,  we  are  beginning  to  see  the  restructuring 
in  global  markets.  North  America  has  a  wood  surplus  and  exports 
its  surplus  to  world  markets.  The  first  restructuring  impact  has 
been  the  decline  in  the  exports  from  the  Pacific  Northwest.  The  vol- 
ume of  log  exports  in  Washington  and  Oregon  are  off  53  percent 
since  1989.  That  was  the  first  year  the  litigation  began  to  curtail 
timber  sales. 

Lumber  exports  are  off  38  percent.  If  rising  prices  in  the  North- 
west had  not  diverted  export  logs  to  U.S.  processors,  we  would 
have  seen  even  higher  prices  because  there  would  have  been  more 
Northwest  mills  that  would  have  been  forced  to  shut  down. 

The  diversion  of  logs  and  lumber  to  the  U.S.  markets  has  con- 
tributed to  holding  U.S.  prices  down.  Canada  was  able  to  backfill 
some  of  that  international  shortfall  while  the  global  demand  was 
weak,  but  they  will  not  be  able  to  do  so  when  the  international  de- 
mand strengthens. 

Most  consultants  expect  British  Columbia's  harvest  to  decline  as 
they  rework  their  forest  plans,  and  that  is  expected  to  worsen  the 
supply  reduction  in  the  coming  years. 

International  responses  to  the  supply  reduction  are  beginning  to 
have  an  impact  on  imports  of  lumber,  finished  wood  products,  or 
logs  from  countries  like  Sweden,  Norway,  Finland,  Chile,  and  New 
Zealand,  and  even  Russia.  As  a  consequence  of  high  prices,  all  are 
increasing  their  sales  to  the  United  States.  The  earlier  trade  flow 
pattern  was  to  import  construction  wood  from  Canada  to  the  Unit- 
ed States  for  housing  and  export  higher  quality  wood  from  the  U.S. 
west  coast  to  some  of  these  Asian  markets.  Consumers  were  pro- 
vided the  lowest  cost  wood  by  that  kind  of  a  triangular  trade  flow. 
Those  trade  flows  are  being  restructured  today  as  a  consequence  of 
the  shortage  of  wood  in  the  Northwest. 

The  full  market  response  is  going  to  take  some  time  to  work  out. 
New  Zealand  logs  used  to  sell  at  a  big  discount  compared  to  United 
States  logs,  but  last  fall,  after  our  prices  had  been  up  for  a  few 
months,  high-quality  New  Zealand  log  prices  shot  up  above  United 
States  log  prices.  Figure  3,  as  you  can  see,  shows  that  last  fall  the 
pruned  logs  from  New  Zealand  actually  went  from  below  United 
States  export  prices  to  above  them. 
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That  adjustment  process  will  take  a  fair  amount  of  time  to  work 
out  because  you  have  to  realize  we  are  talking  about  investments 
in  excess  of  $8  billion  to  replace  the  capacity  that  is  being  lost  in 
the  Pacific  Northwest,  and  some  additional  capacity  loss  will  soon 
occur  in  British  Columbia.  This  is  not  an  overnight  adjustment. 

But  prices  are  not  just  high;  they  are  also  extremely  volatile.  The 
futures  market  a  year  ago  had  prices  in  the  $450  range.  That  was 
110  percent  above  their  lows.  Then  they  fell  back  to  $310.  That  was 
still  45  percent  above  the  earlier  lows.  By  the  fall  they  were  back 
up  to  $450  again,  and  they  are  in  that  range  today. 

Now,  what  are  these  kinds  of  prices  signaling?  Basically,  if  de- 
mand is  strong  enough  to  need  the  high-priced  wood  from  the  con- 
strained supply  region,  prices  rise  to  pull  that  wood  into  the  mar- 
ket. If  there  is  a  flurry  of  supply  increases  from  overseas,  product 
prices  will  fall  back  in  the  confusion  of  trying  to  figure  out  what 
that  ultimate  price  will  be  when  new  and  higher  cost  suppliers 
from  around  the  world  replace  the  lost  supply  from  the  Pacific 
Northwest.  The  marginal-cost  producer  sets  the  price  floor  in  mar- 
kets. If  we  need  the  high-cost  producers,  the  prices  go  up.  If  we  do 
not  need  that  volume,  prices  go  down  to  the  level  of  lower  cost  pro- 
ducers. That  is  also  why  lumber  prices  did  not  increase  when  this 
shortfall  of  sales  began.  The  prices  went  up  when  the  demand  in- 
creased and  required  that  increased  supply. 

Now,  margins  increase  for  the  stage  of  processing  that  is  in  short 
supply  to  motivate  that  expansion.  Southern  lumber  production  has 
increased  about  10  percent  over  the  last  several  years  even  while 
west  coast  production  has  declined  about  25  percent.  Southern 
prices  are  rising  with  that  expansion,  even  at  the  timber  level,  but 
the  lumber  cost  base  for  the  Southern  mills  remains  well  below 
Western  mills. 

In  table  1,  I  show  the  marginal  costs  of  the  high-cost  timber  in 
the  West.  It  is  over  $500  today  compared  with  less  than  half  of 
that  in  the  earlier  periods.  So  prices  can  rise  to  well  over  that  price 
and  then  fall  if  there  is  enough  overseas  supply  beginning  to 
arrive. 

Global  production  increases  are  triggered  by  these  high  prices.  At 
our  trade  research  center,  we  have  a  competitive  global  trade 
model  of  forest  products.  It  allows  us  to  figure  out  who  the  next 
most  competitive  supplier  for  the  markets  is  likely  to  be,  and  the 
shift  of  the  flow  of  trade  essentially  moves  in  favor  of  the  next 
highest  cost  producer  in  a  world  market. 

In  figure  4  we  have  shown  you  what  the  global  trade  model  sug- 
gests are  the  competitive  producers  to  replace  the  Pacific  North- 
west, and  that  is  a  longer  term  view.  This  is  after  the  restructuring 
of  these  markets  is  completed. 

We  have  to  leave  Russia  out  because  we  have  no  economic  his- 
tory for  their  supply  availability,  but  they  are,  of  course,  a  potential 
addition  to  this  supply  source. 

In  just  a  quick  view  of  this  chart,  you  can  see  that  the  big  supply 
increases  will  come  from  Europe  where  we  know  they  are  not  har- 
vesting to  their  potential;  the  United  States  South,  which  is  ex- 
panding. You  will  see  a  fair  amount  of  supply  from  the  West  side 
private  sector.  A  lot  of  that  is  likely  not  to  be  able  to  happen  be- 
cause we  are  now  expanding  the  owl  circles  in  the  West  on  private 
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lands  which  will  essentially  offset  any  ability  of  the  private  sector 
to  respond  and  increase  their  harvests. 

The  large  reduction  in  wood  demand  that  you  see  at  the  bottom 
of  that  chart  is  after  you  have  looked  around  the  world  for  supply 
sources  and  cannot  find  any  more,  you  see  a  reduced  demand  for 
wood,  which  is  really  substitution  for  nonwood  products  like  the 
steel  that  the  homebuilders  were  talking  about,  aluminum,  con- 
crete, brick,  all  sorts  of  other  forms  of  materials.  So  supply  does 
shift  to  the  high-cost  producers  in  the  substitutes,  but  it  is  impor- 
tant to  note  that  these  also  cause  environmental  negatives. 

There  is  a  growing  body  of  research  showing  that  whatever  envi- 
ronmental gains  are  achieved  in  the  constrained  supply  region, 
those  gains  are  likely  to  be  offset  by  even  more  acreage  harvested 
in  the  other  higher  cost  regions  around  the  world  with  negative  im- 
pacts on  habitat,  perhaps  damaging  the  habitat  as  much  as  that 
which  is  saved  in  the  Pacific  Northwest.  Siberian  tigers  and  cranes 
are  classic  examples.  And  if  it  goes  to  nonwood  substitutes,  we 
know  that  they  are  several  times  more  fossil  fuel  intense  than 
wood;  therefore,  it  results  in  millions  of  tons  of  increased  carbon 
emissions  as  we  switch  to  nonrenewable  resources,  and  these  con- 
tribute other  undesirable  environmental  impacts. 

So,  essentially,  we  export  our  environmental  problems  to  other 
forest  regions  or  other  product  markets  rather  than  eliminating 
them. 

With  current  prices — and  I  have  used  the  prices  at  the  peak  for 
my  analysis — the  consumers  are  paying  more  than  an  additional 
$10  billion  per  year  at  annual  rates.  By  the  way,  the  rest  of  the 
world  is  also  paying  enormously  because  these  impacts  are  essen- 
tially shifted  around  the  world  in  global  trade.  The  cost  impact  on 
the  average  home  is  probably  $6,000,  but  that  does  not  include 
many  of  the  difficult  problems  that  builders  have.  Availability  prob- 
lems will  force  many  to  change  their  plans.  You  have  already  heard 
much  on  the  impact  of  disrupting  their  process,  which  may  be  as 
much  of  a  problem  as  the  cost  of  the  home. 

I  would  like  to  be  able  to  say  that  we  are  well  on  our  way 
through  these  adjustments  and  that  most  of  these  adjustments  are 
behind  us,  but  I  cannot.  We  have  yet  to  see  the  full  adjustment. 
There  are  a  number  of  reasons  that  I  can  point  to  that  we  are  prob- 
ably going  to  see  more  availability  problems  and  price  problems  in 
the  future. 

To  start  with,  the  market  demand  is  still  very  low  in  the  United 
States,  and  it  is  going  to  begin  to  recover  in  the  United  States  and 
internationally,  and  the  higher  the  demand,  the  worse  this  problem 
will  get. 

The  Forest  Service  harvest  plans  are  not  yet  down  to  the  plan 
levels  because  there  was  still  volume  in  the  sold  but  uncut  inven- 
tory that  is  being  depleted,  and  so  you  are  still  seeing  the  volume 
of  harvests  coming  off  of  the  Forest  Service  lands  going  down  to 
these  low  sales  levels.  So  that  number  is  still  getting  worse. 

Forest  practice  rules  are  beginning  to  force  the  private  sector  to 
create  habitat  for  owls  and  other  species.  I  am  currently  doing  an 
economic  impact  of  owl  circle  preservation  on  private  lands  for  the 
Forest  Practices  Board  in  Washington  State. 
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Canadians  are  following  in  the  United  States  footsteps  to  a  fair 
degree.  They  have  plans  that  are  being  developed  on  a  forest-unit- 
by-forest-unit  standpoint  that  appears  to  be  reducing  their  harvests 
substantially  over  the  next  10  years. 

So  the  global  adjustments  are  just  beginning,  but  a  number  of 
these  new  supply  regions  may  also  begin  to  constrain  supply.  We 
can  look  to  the  Scandinavians  as  having  a  potential  to  increase,  but 
when  they  start  to  increase  that  supply,  they,  too,  may  step  in  and 
constrain  the  supply,  much  like  we  have  in  the  United  States. 

The  nonindustrial  private  forest  owner  has  been  liquidating  their 
stands  to  avoid  any  chance  of  an  owl  taking  residence  in  the  West. 
Under  current  rules,  private  owners  are  forced  to  set  aside  large 
blocks  of  land  if  an  owl  takes  up  residence.  They  are,  therefore,  liq- 
uidating any  marketable  wood  to  reduce  the  risk  of  creating  any 
owl  habitat.  And  they  cannot  sustain  these  high  harvest  levels  as 
their  marketable  timber  inventory  is  rapidly  being  depleted.  That 
is  primarily  true  for  the  nonindustrial  small  tree  farmer. 

Now,  as  a  consequence  of  current  policy,  it  appears  that  expecta- 
tions should  be  for  prices  to  remain  both  volatile  for  a  considerable 
period  of  time  and  probably  greatly  exceed  any  of  our  prior  peaks 
for  extended  periods.  Eventually,  there  will  be  a  downward  adjust- 
ment in  prices  after  these  other  supply  regions  have  had  a  chance 
to  respond  to  the  changing  market  conditions  and  to  expand  their 
capacity.  The  United  States  will  become  dependent  upon  imports 
and  have  exported  their  jobs  and  environmental  problems  to  other 
parts  of  the  world  in  this  transition. 

Thank  you. 

[The  prepared  statement  of  Mr.  Lippke  can  be  found  in  the 
appendix.] 

Chairman  GtONZALEZ.  Thank  you  very  much.  Professor,  for  your 
excellent  statement. 

Mr.  Goetzl. 

STATEMENT  OF  ALBERTO  GOETZL,  CONSULTING  FOREST 
ECONOMIST,  AMERICAN  FOREST  &  PAPER  ASSOCIATION, 
WASHINGTON,  DC 

Mr.  Goetzl.  Thank  you.  Mr.  Chairman,  members  of  the  sub- 
committee, my  name  is  Alberto  Groetzl.  I  am  president  of  Seneca 
Economics  and  Trade,  a  consulting  practice  that  specializes  in  nat- 
ural resources  economics  and  international  trade.  I  serve  as  an  eco- 
nomics consultant  to  the  American  Forest  &  Paper  Association,  an 
industry  group  whom  I  am  representing  today.  Over  the  past  15 
years,  I  have  conducted  numerous  analyses  of  timber  supply  and 
wood  product  markets.  I  appreciate  the  opportunity  to  appear  be- 
fore the  subcommittee. 

Mr.  Chairman,  building  affordable  houses,  whether  single-family 
or  project  housing,  requires  wood  for  framing  walls,  for  roof  truss- 
es, for  concrete  forming,  for  interior  walls,  for  siding,  for  windows, 
for  doors,  and  numerous  other  construction  components.  Better 
than  95  percent  of  all  the  residential  wall  framing  and  roof  trusses 
are  constructed  of  wood,  and  residential  markets  account  for  two- 
thirds  of  the  softwood  lumber  consumed  in  the  United  States. 
Housing,  in  short,  is  the  "bread  and  butter"  market  for  the  lumber 
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and  wood  products  industry.  The  industry,  therefore,  has  a  direct 
interest  in  promoting  affordable  housing. 

Over  the  past  2  years,  lumber  has  become  much  more  costly  as 
a  building  material.  Average  lumber  prices,  as  has  been  mentioned 
on  several  occasions  already  this  morning,  have  more  than  doubled 
over  the  past  2  years,  and  prices  have  been  extremely  volatile. 

The  high-low  swings  in  lumber  prices  have  never  been  wider 
than  they  have  in  the  last  2  years,  and  prices  have  spiked  new 
highs  even'  several  months.  During  the  last  week  of  December 
1993,  the  Random  Lengths  composite  price  index  reaches  $510  per 
1,000  board  feet.  It  has  fallen  since  then  to  $443,  but  prices  are 
averaging  more  than  double  what  they  averaged  as  recently  as 
1991. 

There  are  many  factors  that  affect  lumber  prices.  The  lumber 
market  is  highly  competitive  and  approaches  the  economist's  model 
of  a  market  that  operates  in  perfect  competition.  On  any  given  day, 
literally  thousands  of  sellers  are  interacting  with  thousands  of  buy- 
ers throughout  the  production  and  distribution  pipeline.  Traders 
are  constantly  on  the  phone  checking  prices,  circulating  inquiries, 
making  offers  to  buy  or  sell,  taking  or  placing  orders,  tracing  ship- 
ments, and  just  checking  to  see  what  their  customers  or  suppliers 
are  hearing.  Any  change  in  demand  or  in  available  supply  could, 
and  usually  does,  have  an  impact  in  the  market  and  is  reflected  in 
the  price  of  lumber. 

Changes  in  inventory  in  any  number  of  points  in  the  production 
and  distribution  system  can  cause  a  reaction  by  buyers  or  sellers 
that  affects  price. 

The  market  also  reacts  in  anticipation  of  potential  changes  in 
supply  or  demand.  In  this  way,  the  lumber  market  is  similar  to  the 
stock  market.  When  interest  rates  are  likely  to  fall  or  when  a  fa- 
vorable economic  report  is  expected,  stock  prices  will  typically  rise. 
The  stock  market  is  responding  to  what  economic  conditions  are  ex- 
pected to  be  like  in  the  future.  The  same  is  true  of  the  lumber  mar- 
ket. During  the  past  few  years,  as  one  development  after  another 
has  unfolded  in  the  northern  spotted  owl  affair  in  the  Pacific 
Northwest,  the  market  has  reflected  increased  uncertainty  through 
higher  prices. 

Demand  for  lumber  plays  a  very  important  role,  and  those  sec- 
tors of  the  economy  which  typically  drive  lumber  demand  have 
been  strengthening  over  the  past  2  years.  The  Congressional  Re- 
search Service  has  argued  that  higher  demand  is  the  principal  rea- 
son lumber  prices  have  been  increasing.  But  increased  demand 
alone  does  not  explain  the  increased  volatility  and  generally  higher 
lumber  prices  of  the  past  couple  of  years.  There  have  been  many 
periods  in  the  past  when  housing  construction  has  increased  more 
sharply  over  shorter  periods  of  time,  and  while  price  increases  typi- 
cally occurred,  they  were  not  as  steep  or  as  persistent  as  they  have 
been  during  this  particular  housing  recovery.  Neither  construction 
activity  nor  lumber  demand  is  currently  that  extraordinary  when 
compared  with  other  years. 

The  1.3  million  housing  starts  last  year  pales  in  comparison  with 
the  1.6  to  1.8  milHon  units  we  saw  between  1984  and  1987,  on  av- 
erage. Yet,  lumber  prices  last  year  were  almost  100  percent  higher 
than  during  those  earlier  years  in  the  1980's. 
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What  differentiates  this  period  from  any  other  in  the  past  is  the 
supply  side  of  the  market  equation  and,  specifically,  the  substantial 
decline  in  the  availability  of  lumber  from  the  Western  region  of  the 
United  States.  This  in  turn  is  a  direct  consequence  of  the  steep  re- 
duction in  public  sources  of  timber  available  to  the  producing 
industry. 

You  cannot  take  20  percent  of  the  supply  of  timber  off  the  mar- 
ket and  not  expect  to  see  an  impact  on  the  price. 

In  the  Northwest,  litigation  over  the  management  of  Federal 
lands  in  the  northern  spotted  owl  region  has  brought  the  Federal 
Timber  Sale  Program  there  to  a  virtual  standstill.  Other  litigation 
and  administrative  challenges  have  severely  impaired  the  Federal 
Timber  Program  in  the  intermountain.  Rocky  Mountain,  and  other 
regions. 

The  Congressional  Research  Service  and  environmental  groups, 
not  so  dispassionately,  have  downplayed  the  role  Federal  timber 
supply  has  on  lumber  supply  and  housing.  The  motivation  to  do  so 
is  to  lend  support  for  reducing  forest  management  and  timber  har- 
vesting. But  Federal  lands  have  been  a  major  source  of  lumber  for 
the  United  States. 

Of  the  489  million  acres  of  timberland  in  the  United  States,  the 
Federal  Government  controls  20  percent.  More  importantly,  or 
more  significantly,  over  half  of  the  standing  softwood  sawtimber  in- 
ventory is  located  on  those  lands. 

Throughout  most  of  the  1970's  and  1980's,  the  national  forests 
alone  supplied  between  20  and  25  percent  of  the  softwood 
sawtimber  harvest  in  the  United  States.  This  is  the  harvest  of  the 
large  diameter  trees  that  typically  are  needed  to  manufacture  lum- 
ber, plywood,  and  other  solid  wood  products  used  in  housing  con- 
struction. It  does  not  include  the  pulpwood  which  would  go  into 
pulp  and  paper. 

Last  year  the  contribution  of  the  national  forests  to  the  Nation's 
sawtimber  supply  was  down  to  15  percent,  and  it  will  decline  again 
this  year. 

The  volume  of  timber  sold  from  Forest  Service  and  BLM 
timberlands  went  from  12.5  billion  board  feet  in  1987  to  4.5  billion 
board  feet  in  1993  and  is  likely  to  drop  to  no  higher  than  4  billion 
board  feet  this  year.  That  is  an  8.5  billion  board  foot  reduction  in 
the  timber  available  to  the  Nation  on  an  annual  basis. 

This  is  not  a  trivial  amount  of  wood.  It  is  equivalent  to  the  wood 
used  to  construct  635,000  new  single-family  homes  each  and  every 
year,  or  nearly  half  of  the  homes  that  will  be  constructed  in  the 
United  States  this  year. 

Throughout  most  of  the  1980's,  the  Federal  Grovemment  supplied 
5  billion  board  feet  annually  from  the  national  forests  and  BLM 
lands  in  western  Oregon,  western  Washington,  and  northern  Cali- 
fornia. But  the  management  of  Federal  forestland  in  the  Pacific 
Northwest  has  been  entangled  in  a  legal  quagmire,  the  end  of 
which  does  not  appear  to  be  realistically  anywhere  in  sight.  For  the 
past  3  years,  court  injunctions  have  halted  all  Federal  timber  sales 
in  that  region. 

Next  week  will  mark  the  1-year  anniversary  of  the  Forest  Con- 
ference convened  by  President  Clinton  in  Portland,  Oregon.  The 
President's  goal  was  to  take  the  controversy  out  of  the  courtroom 
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by  developing  a  balanced  solution  that  recognized  the  economic 
importance  of  the  resource  while  also  ensuring  its  ecological  pro- 
tection. The  Forest  Ecological  Management  Assessment  Team 
[FEMATl,  as  it  has  come  to  be  known,  developed  a  plan  that  dra- 
matically reduces  the  timber  program  in  that  region  to  only  20  per- 
cent of  historical  levels  but  which,  the  team  surmised,  would  be 
sufficient  to  meet  the  requirements  necessary  to  lift  the  court  in- 
junction in  effect  since  May  1991. 

On  July  1,  1993,  when  the  FEMAT  proposal  was  outlined  in  a 
draft  Supplemental  Environmental  Impact  Statement,  the  adminis- 
tration announced  that  it  would  expeditiously  implement  its  strat- 
egy. Administration  spokesmen  specifically  said  that  the  plan 
would  be  submitted  to  the  court  by  the  end  of  August  in  an  effort 
to  seek  lifting  of  the  injunction.  They  also  said  that  as  much  as  2.2 
billion  board  feet  could  be  sold  during  the  first  year  of  the  plan; 
that  the  plan  would  comply  with  all  existing  Federal  statutes;  and 
that  sales  on  the  east  side  of  the  Cascades  could  be  increased  to 
offset  some  of  the  impact  fi-om  the  dropoff  in  sales  from  the  west 
side. 

As  of  today,  the  plan  has  not  been  submitted  to  the  court.  In  fact, 
the  administration  has  requested  a  second  extension  of  the  court- 
imposed  deadline  for  submitting  its  record  of  decision.  It  is  also  ap- 
parent that  the  land  management  agencies  did  not  sell,  nor  can 
sell,  the  2.2  billion  board  feet  of  timber.  With  the  exception  of  a  few 
salvage  sales,  there  have  not  been  any  new  timber  offerings,  and 
there  is  not  likely  to  be  any  in  1994  and  not  likely  any  in  1995. 
The  final  FEMAT  Environmental  Impact  Statement  states  explic- 
itly that  it  will  take  as  much  as  3  years  before  its  prescribed  aver- 
age timber  sale  level,  set  at  1.1  billion  board  feet  in  the  plan,  might 
be  reached. 

Nor  have  timber  sales  on  the  east  side  or  in  other  regions  been 
augmented  to  help  offset  some  of  the  impact  from  the  reductions 
on  the  west  coast.  In  fact,  timber  sales  have  been  reduced  in  east- 
ern Oregon  and  Washington,  in  Idaho,  in  Montana,  and  throughout 
the  national  forest  system. 

In  short,  the  situation  in  the  Pacific  Northwest  is  not  improving 
despite  the  publicity  surrounding  the  preparation  and  announce- 
ment of  the  FEMAT  plan,  and  the  controversy  remains  inextricably 
entwined  in  the  courts. 

On  the  proposition  that  the  FEMAT  plan  will  comply  with  all  ex- 
isting environmental  and  other  Federal  law,  the  prospect  is  also  in 
doubt.  Remember,  one  of  the  underlying  goals  was  to  take  this  con- 
troversy out  of  the  courtroom.  Yet,  just  this  week,  a  DC  district 
court  judge  ruled  that  FEMAT  violated  the  Federal  Advisory  Com- 
mission Act.  Other  court  cases  are  also  pending.  A  number  of  pres- 
ervationist groups  stand  waiting  to  file  legal  challenges  if  the  cur- 
rent injunction  on  timber  harvesting  in  the  Pacific  Northwest  is 
lifted. 

When  all  the  dust  settles,  the  lumber  and  wood  products  indus- 
try will  lose  34,000  employees.  An  additional  38,000  persons  indi- 
rectly dependent  on  the  forest  products  industry  and  the  commu- 
nities where  it  is  located  will  be  displaced. 

These  impacts  would  occur  if  the  preferred  option  of  FEMAT  is 
implemented  on  schedule.  As  I  noted,  that  is  not  likely  to  be  the 
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case,  so  the  situation  will  be  worse  than  calculated.  Because  of 
short  supply,  log  costs  continue  to  escalate;  hence,  lumber  prices 
will  continue  to  oe  a  problem  for  housing.  So  this  is  not  just  a  re- 
gional problem. 

Higher  prices  for  lumber  are  passed  on  to  the  home  buyer.  This 
particularly  affects  affordability  at  the  margin,  as  emphasized  this 
morning,  where  only  a  few  thousand  dollars  can  put  homeowner- 
ship  out  of  the  reach  of  thousands  of  families.  Others  on  the  panel 
addressed  that  concern  specifically,  but  one  other  consequence  of 
higher  lumber  prices  has  recently  surfaced.  At  least  one  major  na- 
tional provider  of  homeowners'  insurance  has  raised  its  homeowner 
premiums  specifically  because  lumber  prices  have  escalated.  So  not 
only  are  there  economic  impacts  in  the  region  and  not  only  are 
home  buyers  affected,  but  so,  too,  are  existing  homeowners  who  are 
now  seeing  insurance  premiums  increase  in  cost. 

As  lumber  becomes  more  expensive  or,  in  the  worst  case,  short- 
ages are  experienced,  builders  can  opt  for  using  other  building  ma- 
terials. There  is  an  environmental  cost  to  be  paid,  however,  as  all 
the  substitutes — be  they  steel,  masonry,  or  plastic — consume  far 
more  energy  and  nonrenewable  resources  in  their  manufacture 
than  do  wood  products. 

The  reduction  in  Federal  timber  supply,  in  short,  has  substan- 
tially altered  the  supply/demand  dynamic  for  lumber  in  the  United 
States. 

From  a  market  demand  perspective,  all  of  the  indicators  are  fa- 
vorable. Housing  starts  are  expected  to  be  higher  this  year.  Repair 
and  remodeling  expenditures  are  expected  to  be  up,  and  the  econ- 
omy is  generally  doing  very  well.  By  applying  historical  lumber 
end-use  factors  to  the  normal  indicators,  U.S.  softwood  lumber  con- 
sumption should  approach  between  51  and  52  billion  board  feet 
this  year  and  would  increase  again  next  year.  However,  that  is  not 
going  to  happen  in  light  of  timber  supply  constraints  and  a  contrac- 
tion in  North  American  lumber-producing  capacity. 

This  year,  softwood  lumber  consumption  will  total  between  46 
and  47  billion  board  feet,  essentially  the  same  as  during  1992  and 
1993,  despite  increases  in  homebuilding  and  other  demand  indica- 
tors. Consumption  is  likely  to  remain  flat  again  in  1995  absent  a 
change  in  policy  affecting  Federal  forest  management. 

The  major  softwood  lumber-producing  and  -supplying  regions  are 
in  the  West,  the  South,  and  Canada.  The  three  Western  regions 
have  lost  about  7  billion  board  feet  of  lumber-producing  capacity. 
Neither  higher  output  in  the  South  nor  higher  imports  can  com- 
pletely offset  the  reductions  being  experienced  in  the  Western  re- 
gion. In  the  South,  softwood  lumber  production  has  increased.  This 
year.  Southern  pine  production  will  total  approximately  15  billion 
board  feet,  a  modem-day  record.  However,  in  many  parts  of  the 
South,  harvests  are  currently  exceeding  annual  growth  rates,  and 
the  region's  ability  to  increase  output  over  the  short  term  is 
limited. 

The  lumber  price  situation  would  likely  be  much  worse  if  not  for 
a  sharp  decline  in  log  exports  and  an  increase  in  lumber  imports. 
Log  exports,  as  was  noted  by  Professor  Lippke,  which  have  ac- 
counted for  as  much  as  20  percent  of  the  timber  harvest  in  the  Pa- 
cific Northwest,  have  declined  by  over  40  percent  nationally  and 
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over  50  percent  from  the  Pacific  Northwest.  Higher  prices  have  di- 
verted those  logs  which  might  otherwise  have  gone  to  the  Pacific 
Rim  to  the  domestic  market  instead. 

Softwood  lumber  imports  have  also  been  increasing  in  response 
to  higher  prices.  Imports  increased  14  percent  in  1993  and  ac- 
counted for  33  percent  of  U.S.  consumption.  This  compares  with  29 
percent  in  1992.  Canadian  production  is  also  being  curtailed  for  en- 
vironmental reasons,  however.  In  British  Columbia,  the  major 
source  of  Canadian  imports,  allowable  annual  cuts  are  being  re- 
duced by  20  percent  or  more.  Those  reductions  will  begin  to  have 
a  major  impact  during  1994  and  1995. 

As  you  examine  the  history  of  lumber  production  and  lumber 
prices,  it  is  apparent  that  up  until  about  1990,  whenever  prices 
rose,  producers  increased  production  to  take  advantage  of  the  mar- 
ket. Higher  supply  would  then  have  a  tempering  effect  on  price  lev- 
els. This  is  sort  of  what  can  be  expected  in  a  competitive  market. 
But  that  has  not  been  the  case  recently.  Unlike  past  cycles  that 
saw  Western  production  increase  when  prices  rose.  Western  pro- 
duction has  been  declining  even  as  prices  have  risen. 

In  1993,  despite  rising  demand,  Western  lumber  production  actu- 
ally fell  by  7.5  percent  and  will  likely  fall  another  5  to  10  percent 
this  year. 

The  problem  with  timber  supply  is  not  confined  solely  to  public 
lands,  although  clearly  that  is  where  the  timber  supply  situation 
is  the  most  acute.  The  supply  of  timber  from  private  lands  is  also 
affected  by  State  regulations  issued  in  response  to  Federal  guide- 
lines for  preserving  endangered  or  threatened  species  and  by  Fed- 
eral wetlands  policy. 

This  subcommittee  should  be  aware  that  timber  supply  from  pri- 
vate lands  which  accounts  for  about  half  the  lumber  consumed  in 
the  United  States  is  also  being  constrained.  In  the  Northwest,  for- 
est management  activity  on  a  substantial  number  of  acres  is  re- 
stricted because  of  the  presence  of  the  northern  spotted  owls  or 
marbled  murrelets.  In  other  regions,  landowners  must  also  restrict 
activity  to  avoid  violation  of  the  Endangered  Species  Act.  The  irony 
is  that  landowners  are  becoming  discouraged  from  managing  for 
long  rotations  which  produces  the  biggest  trees  and  the  best  lum- 
ber because  as  the  trees  become  older,  they  are  also  more  likely  to 
form  habitats  for  threatened  or  endangered  species. 

Wetlands  can  also  be  a  problem  from  a  forest  management  per- 
spective. Although  the  Federal  Clean  Water  Act  exempts  "normal" 
silvicultural  or  forestry  activities  on  wetlands  from  permitting  re- 
quirements, the  exemption  is  increasingly  being  challenged  in  court 
and  being  reviewed  by  Federal  agencies. 

The  reauthorizations  for  both  the  Endangered  Species  Act  and 
the  Clean  Water  Act  are  currently  being  debated  in  the  Congress, 
and  these  laws  clearly  have  an  impact  on  private  forest 
management. 

This  subcommittee  needs  to  be  aware  of  the  root  causes  for  the 
unprecedented  lumber  price  increases.  They  are,  in  my  view,  pri- 
marily related  to  constraints  on  timber  supply.  The  United  States 
has  plenty  of  trees.  We  grow  more  wood  every  year  than  we  har- 
vest and  have  been  doing  so  for  at  least  50  years,  despite  a  growing 
population  and  millions  of  homes  constructed.  But  Federm  policy 
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affecting  forest  management  is  seriously  impairing  the  ability  to 
provide  wood  for  the  Nation's  housing  needs. 

Some  additional  restrictions  on  timber  harvesting  are  unavoid- 
able given  the  need  for  economic  and  environmental  balance.  But 
resource  issues  are  being  viewed  as  regional  problems.  Environ- 
mental groups  want  you  to  believe  that  we  can  continue  to  preserve 
large  blocks  of  forestland  without  ill  effects.  That  is  simply  just  not 
the  case.  Decisions  are  being  made  by  the  administration  and  by 
the  Natural  Resources  and  Appropriations  Committees  of  the  Con- 
gress without  complete  regard  for  the  broader  impacts  of  policv. 

The  administration  is  to  be  commended  for  trying  to  tackle  the 
controversy  in  the  Pacific  Northwest  and  for  attempting  to  design 
a  solution.  But  the  administration  has  paid  too  little  attention  to 
the  broad  economic  impacts  of  the  current  policy  direction.  And  it 
has  made,  in  my  estimation,  a  tactical  error  by  insisting  that  a  so- 
lution can  be  imposed  on  the  region  administratively.  There  are 
simply  too  many  opportunities  for  legally  challenging  any  decision 
or  decisionmaking  process.  The  only  way  to  get  around  the  gridlock 
is  for  Congress  to  intercede. 

I  certainly  welcome  this  subcommittee's  interest  and  would  be 
delighted  to  work  with  you  in  devising  any  kind  of  strategy  that 
can  address  both  the  timber  supply  and  housing  aflfordability 
issues. 

Thank  you  very  much  for  this  opportunity  to  testify.  I  will  be 
happy  to  answer  any  questions  when  it  is  time  for  doing  that. 

[The  prepared  statement  of  Mr.  Goetzl  can  be  found  in  the 
appendix.] 

Chairman  GrONZALEZ.  Thank  you  very  much,  Mr.  Goetzl. 

Mr.  Fritz. 

STATEMENT  OF  MICHAEL  FRITZ,  PRESIDENT  AND  CEO,  RUGG 
LUMBER  CO.,  NORTH  HAMPTON,  MA,  ON  BEHALF  OF  THE  NA- 
TIONAL LUMBER  AND  BUILDING  MATERIALS  DEALERS  AS- 
SOCIATION,  WASHINGTON,  DC 

Mr.  Fritz.  First  of  all,  I  would  like  to  thank  you,  Mr.  Chairman 
and  Congressman  LaRocco,  for  giving  me,  as  a  small  business  per- 
son, an  opportunity  to  speak  with  you  and  give  you  my  view  from 
the  trenches  in  what  is  involved  in  this  whole  issue. 

By  way  of  my  introduction,  I  want  to  try  to  give  you  the  frame- 
work for  my  perspective  on  the  issue  and  to  get  my  hands  around 
what  I  consider  to  be  the  larger  part  of  the  issue,  in  effect,  on  what 
is  outlined  in  my  written  testimony.  I  am  not  going  to  read  my  tes- 
timony. I  do  not  think  you  want  to  sit  and  listen  to  that.  You  can 
do  it  at  home.  But  I  do  want  to  hit  some  highlights. 

By  way  of  introduction,  I  am  the  fifth  generation  in  a  small 
family-owned  retail  business,  and  we  are  entering  our  153rd  year 
this  year,  which  is  amazing.  I  just  hope  I  do  not  mess  it  up. 

I  am  a  Naval  Academy  graduate,  with  three  combat  tours  in 
Vietnam.  I  served  as  Chair  of  our  local  Private  Industry  Council. 
That  gives  me  quite  a  background  in  employment  issues,  welfare, 
training,  employment,  and  training  issues.  I  have  also  participated 
in  the  formation  of  a  capital  access  committee  for  our  Northeast 
Retail  Lumber  Dealers  Association,  which  is  a  regional  association 
as  part  of  our  overall  national  association.  And  I  have  previously 
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testified  before  the  House  Appropriations  Committee  on  timber 
supply  matters  and  am  considered  in  the  Northeast  the  most 
knowledgeable  person,  as  far  as  retailers  go,  on  the  timber  supply 
issue.  So  I  bring  a  lot  of  different  aspects  to  this  whole  discussion. 

I  think  that  they  are  all  related  one  to  the  other.  You,  as  well 
as  I,  know  that  we  have  had  a  tremendous  housing  recession  in  the 
Northeast  for  several  years.  It  has  created  tremendous  hardships 
for  our  industry.  We  have  had  tremendous  banking  problems  which 
you  are  all  too  well  aware  of.  And  these  have  all  come  together  for 
us  and  for  me  as  a  business  person  and  have  impacted,  I  think  sig- 
nificantly, upon  housing  affordability.  The  issues  cannot  be  sepa- 
rated one  from  the  other  and  must  be  considered  together,  I 
believe. 

It  is  obvious  from  testimony  that  you  have  heard  before  that  in- 
creases in  commodity  building  materials  prices  eliminate  families 
from  the  new  home  market,  so  I  will  not  go  into  that.  But  what 
I  do  want  to  do  is  draw  a  little  picture  of  our  community  and  how 
a  lost  housing  start  impacts  our  community  on  a  very  local,  very 
personal  level. 

The  community  where  I  live,  Franklin  County,  is  about  30  miles 
by  40  miles  in  size,  so  it  is  quite  large.  We  have  a  population  of 
only  about  77,000  for  that  whole  area.  Depending  on  the  individual 
town  within  the  county  you  live  in,  33  to  43  percent  of  our  popu- 
lation is  without  a  high  school  education.  We  have  a  significant 
percentage  of  our  rental  homes  subsidized  or  low-income  housing, 
so  we  deal  quite  a  bit  in  that  market. 

How  does  the  loss  of  one  new  housing  start  impact  our  commu- 
nity? On  a  very  localized  level,  we  have  heard  figures  of  $130,000, 
$140,000  for  an  individual  new  home  start.  If  you  follow  the  rule 
of  thumb  that  the  economist  puts  out,  money,  once  it  is  spent,  cir- 
culates 7  to  10  times  in  the  community.  So  in  our  small  community 
when  we  lose  one  housing  start,  it  means  in  commerce  a  loss  of  a 
$1  million  to  $1.4  million  in  that  community.  That  is  a  significant 
loss,  and  it  impacts  all  parts  of  our  economy,  both  the  top  end  and 
the  low  end,  and  especially  the  low  end,  the  low-income  folks. 

Construction  trades  unemployment  in  Massachusetts  is  still  hov- 
ering above  15  percent  even  though  we  have  a  significant  project 
underway  in  the  Boston  area,  the  central  artery  and  the  new 
project  that  is  there  with  the  Harbor  Tunnel.  A  large  percentage 
of  those  people — I  know  you  would  be  very  interested,  Mr.  Chair- 
man— come  from  the  Springfield-Holyoke  area,  a  huge  percentage 
of  the  Hispanic  population  in  that  area  that  is  unemployed  because 
the  housing  market  is  depressed  in  our  area. 

One  of  our  main  problems,  getting  into  the  banking  part  of  the 
issue,  is  capital  access  and  rigidly  fixed  credit  lines  and  the  fact 
that  we  get  squeezed  between  that  credit  line  and  the  increased 
cost  of  inventory.  That  squeeze  forces  us  into  buying  in  less  effi- 
cient ways.  We  can  no  longer  afford  to  buy  all  of  our  stuff  via  a 
rail  car  load  and  maybe  have  to  buy  it  from  a  wholesaler  instead, 
which  increases  the  cost  to  the  consumer.  Just  a  side  effect  of  it. 

On  a  personal  level,  the  tougher  stance  that  the  banks  have 
taken,  particularly  Fleet  Bank,  I  might  add,  has  cost  my  company 
in  increased  interest  costs  this  year  $65,000.  To  change  my  bank- 
ing relationship  because  Fleet  was  no  longer  a  viable  alternative 
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cost  me  $20,000  in  legal  fees.  These  fees  are  directly  reflected  in 
the  retail  prices  that  I  can  sell  at.  And  I  will  not  even  get  into  the 
other  issues  like  health  care  and  all  those.  You  are  all  well  aware 
of  those. 

I  maintain  that  the  same  squeeze  exists  for  the  small  guy  who 
is  producing  timber  in  the  Pacific  Northwest.  They  have  the  same 
problem  with  increased  cost  of  inventory,  increased  cost  of  financ- 
ing their  bank  credit  lines,  and  thereby,  again,  ratcheting  up  the 
cost  to  the  end  user.  I  think  there  are  about  408  mills  right  now 
in  the  Pacific  Northwest  that  produce  in  excess  of  1  million  board 
feet  per  year,  and  of  those  perhaps  only  one-third — it  is  estimated 
that  only  one-third  owns  their  own  timber.  So  when  they  go  to 
their  banker,  he  is  going  to  ask:  Do  you  have  a  documentable  sup- 
ply of  logs  for  your  mill?  And  he  is  going  to  have  to  either  have 
it  at  the  price  that  he  can  get  it  at  on  the  open  market,  or  he  is 
going  to  have  to  own  his  own  timber  if  he  is  going  to  be  in  busi- 
ness. And  I  submit  that  that  is  ratcheting  the  prices  up  as  well. 

The  overall  volatility  of  the  commodity  wood  prices  as  a  result 
has  also  affected  what  has  gone  on  in  our  area,  and  I  have  a  little 
anecdote  to  tell  you.  And  I  want  to  take  the  time  to  do  it  because 
I  think  it  is  important  so  that  you  understand  how  it  affects  the 
little  guy  and  the  small  contractor  that  is  trying  to  build  a  few 
homes  a  year,  four,  five  or  six  homes  a  year. 

I  had  a  gentleman  come  in  to  me  in  late  August  1992.  It  was  a 
yoimg  guy  that  I  knew  from  the  YMCA.  We  played  basketball  to- 
gether at  noontime,  so  I  knew  him  pretty  well.  His  wife  was  preg- 
nant, expecting  in  September,  and  he  came  in  asking  me  for  a  price 
on  some  materials  for  a  porch  job  that  he  was  going  to  do  for  a 
woman  in  the  community.  After  quoting  his  customer,  he  went  on 
to  a  few  other  odd  jobs  and  came  back  to  us  in  November  when  the 
woman  had  finally  decided  she  was  going  to  do  the  job.  Snow  was 
coming,  so  she  had  to  get  it  done. 

We,  generally,  hold  our  prices  for  30  days.  That  is  going  to  be 
changed  shortly,  unfortunately.  But  he  forgot  to  tell  her  he  was 
holding  his  price  for  only  30  days.  So  when  he  came  to  me,  the  cost 
for  the  materials  was  now  equal  to  the  cost  for  the  entire  iob  that 
he  had  quoted  for  this  woman.  Now  he  has  a  dilemma  and  I  have 
a  dilemma.  What  do  I  do?  Does  he  pay  me  and  not  take  any  money 
home  to  his  family?  He  just  had  the  baby  in  September.  Does  he 
make  a  point  of  going  back  to  the  woman  saying,  "I  cannot  do  the 
job"  and  risking  a  lawsuit  in  small  claims  court?  Or  does  he  just 
go  ahead  and  do  the  job  and  not  pay  me  at  all? 

What  we  did,  we  came  to  an  agreement,  and  I  let  him  have  the 
materials  at  my  cost  so  that  he  could  take  some  money  home.  But 
that  is  the  kind  of  dilemma  on  a  very  personal  level  that  we  are 
putting  people  into  with  the  unstable  and  unpredictable  supplies. 

The  only  wav  I  have  to  guarantee  prices  is  to  go  into  the  futures 
market  myself,  and  we  just  do  not  have  that  kind  of  money  and 
are  not  that  type  of  business  that  can  afford  to  do  that  and  take 
that  kind  of  a  risk.  It  is  just  unrealistic.  And  I  think  that  is  the 
case  for  the  other  16,000  members  we  have  in  our  association. 
None  of  us  are  big  business  people.  There  are  a  few,  but  most  of 
us  are  small  independent,  family  businesses  that  have  been  around 
for  a  long  time. 
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By  the  way,  I  am  very  happy  you  mentioned  that  issue  about  the 
tool  industry  in  the  Northwest  because  my  community  has  lost  al- 
most all  of  it.  Greenfield,  Massachusetts,  was  the  tap  and  die  cap- 
ital of  the  United  States,  and  they  are  all  gone,  and  it  has  severely 
affected  us. 

What  I  would  like  to  do  is  kind  of  preempt  one  or  two  of  the 
questions  because  I  know  that  Ms.  Garcia  wanted  us  to  answer 
some  particular  questions  that  she  had  written  down  here.  You 
have  asked  us  the  process  by  which  lumber  is  purchased  and  dis- 
tributed and  sold  and  how  the  process  may  affect  lumber  prices. 

Right  now,  basically,  we  are  about  as  efficient  as  we  can  get  in 
purchasing  lumber  as  retailers  and  as  an  industry.  We  belong  to 
cooperative  buying  groups,  most  of  us  do,  and  I  happen  to  belong 
to  one  that  is  located  in  Philadelphia,  Pennsylvania.  And  they 
group  together  our  purchases,  basically  negotiate  with  the  mills 
and  get  a  price  that  is  at  least  equal  to  and  in  some  cases  better 
than  some  of  the  large  new  wave  of  retailers  that  you  are  familiar 
with,  the  Home  Depots  and  Builders  Squares  and  those  companies. 
So  we  are  very  competitive  on  purchasing  our  solid  wood  products. 
We  also  agree  to  contracts  with  these  various  mills  to  try  to  ensure 
our  supply  and  ensure  that  we  are  going  to  get  it  at  a  price  that 
is  reasonable. 

In  addition  to  that,  some  of  us  on  a  local  level  have  taken  the 
initiative  of  getting  together  locally  on  products  that  we  cannot  buy 
in  a  full  rail  car  and  try  to  pool  our  purchases  so  that  we  can  bring 
it  into  one  of  the  yards  and  then  share  it  even  with  some  of  our 
close  competitors  just  so  that  we  reduce  the  cost  of  that. 

An  aside  to  this  is  that  right  now  50  percent  of  what  I  buy  in 
my  lumberyard  in  Greenfield,  Massachusetts,  comes  from  the  Pa- 
cific Northwest.  Every  piece  of  molding,  every  door  and  window  we 
sell,  almost  all  of  the  wide  framing  timber  has  to  come  from  the 
West,  sometimes  British  Columbia,  sometimes  the  Pacific  North- 
west. Almost  all  of  the  preferred  plywood  that  we  sell  in  the  North- 
east comes  from  the  Pacific  Northwest.  So  it  is  extremely  crucial 
to  us  to  have  a  predictable  supply  in  the  Pacific  Northwest. 

I  could  not  add  anything  to  the  purchasing.  Again,  we  are  doing 
it  about  as  efficiently  as  it  can  be  done  at  this  point  in  time. 

The  overall  issue  of  import  I  think  was  well  covered  by  the  Pro- 
fessor and  does  not  need  any  further  amplification  from  me  other 
than  to  say  we  do  sell  some  product  that  comes  from  the  Maritime 
Provinces  in  Canada  because  transportation  costs  are  less  when  we 
shoot  it  down  via  truck  from  some  of  those  areas. 

At  present,  with  regard  to  substitutes,  there  are  several  that  we 
sell.  We  do  stock  and  sell  steel  studs.  They  are  actually  more  ex- 
pensive than  wood  at  this  point,  and,  again,  I  do  not  consider  them 
to  be  a  viable  alternative  for  two  reasons:  One,  the  availability  and 
the  capacity  is  not  there  to  substitute  for  the  tremendous  tonnage 
of  wood  we  sell  in  the  United  States,  so  it  is  not  terribly  viable, 
and  there  are  a  lot  of  other  questions  about  how  you  insulate  and 
make  weather-efficient  a  home  like  that  as  well  as  you  do  with 
wood. 

The  energy  component  necessary  to  manufacture  the  steel  stud 
is  never,  as  far  as  I  can  see,  going  to  be  regained  in  the  lifetime 
of  that  home  when  you  compare  it  to  wood.  We  have  to  start  look- 
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ing  at  that  issue  from  a  broader  perspective  of  net  energy  consump- 
tion. Where  are  the  tradeoffs  between  wood  and  steel  and  other 
plastic  type  products? 

We  have  also  started  using  a  considerable  amount  of  engineered 
wood,  which  you  would  know  perhaps  as  Truss  Joist  or  Microlam, 
names  such  as  that,  Paralam.  There  are  a  number  of  different 
manufacturers  of  that  product,  and  it  is  an  excellent  product.  But, 
again,  it  is  much  more  energy  intensive  than  solid  wood  product  is 
and  is  limited  in  its  application  to  a  degree. 

We  are  using  some  other  products.  There  is  a  Mobil  Oil  product 
called  Trex  on  the  market,  which  is  a  tremendous  product  because 
it  is  made  totally  with  recyclable  material.  It  has  no  structural 
strength,  but  it  is  allowable  in  use  for  things  like  decks  and  patios 
and  things  like  that.  It  is  made  up  of  ground  up  pallets  and  recy- 
cled polyethylene.  Even  the  cutoff  ends  of  that  are  recyclable.  You 
can  send  it  back  to  the  factory,  and  they  will  remanufacture  it 
again. 

So  there  are  some  products  coming  out  on  the  market,  but  they 
still  do  not  have  the  structural  strength,  the  energy  viability,  and 
some  of  the  other  easy-to-work-with  benefits  that  you  have  with 
wood. 

In  terms  of  how  this  all  affects  housing  affordability,  I  think  it 
is  obvious,  and  I  do  not  have  to  belabor  that.  When  the  material 
prices  go  up  to  us  and  when  our  costs  go  up,  we  have  to  increase 
prices  to  stay  in  business.  I  do  not  want  the  history  of  the  com- 
pany, a  153-year  history,  resting  on  my  shoulders  and  going  down 
the  tubes  because  I  have  not  been  a  good  steward. 

Basically,  what  we  are  doing  is  trying  to  sit  on  a  stool  that  has 
one  of  the  legs  about  half  the  length  it  really  needs  to  be,  and  that 
is  timber  supply,  and  a  second  leg  that  is  cracked  and  that  is  one 
you  can  definitely  do  something  about  because  it  is  the  banking 
issue  that  we  have  right  now,  the  overregulation  that  you  contin- 
ually hear  about,  and  the  severity  with  which  it  is  affecting  us  and 
affecting  our  cost  of  doing  business. 

So  I  would  ask  you  to  do  something  about  those  issues,  do  the 
best  you  can  with  the  timber  supply  issue  and  talking  to  the  ad- 
ministration and  your  colleagues  and  ask  them  to  try  to  balance 
the  situation.  And  then  I  would  just  remind  you  that  we  have  two 
basic  industries  in  the  United  States.  We  have  our  food  farming  in- 
dustry, and  we  have  housing.  Those  are  the  two  most  basic  indus- 
tries we  have.  If  we  do  not  have  a  sound  agricultural  policy,  a 
sound  farm  policy,  and  so  forth,  and  if  we  do  not  have  a  sound  shel- 
ter industry,  we  have  a  lousy  economy.  And  I  would  submit  to  you 
that  a  lousy  economy  does  not  make  for  a  happy  electorate. 

With  that,  I  would  end  my  testimony.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Fritz  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Fritz.  It  is  an 
overall  excellent,  many-faceted  presentation  that  I  think  is  very 
valuable.  It  is  all  in  the  record. 

Briefly,  let  me  just  state.  Professor  Lippke,  your  chart  number  4 
is  excellent.  It  is  global  and  it  shows  the  percentages  there,  and 
has  been  helpful. 
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Then,  let's  see.  Here  it  is,  Mr.  Groetzl's.  In  your  statement,  Pro- 
fessor, you  said  that  probably  about  30  percent  of  the  employment 
would  translate  down  to  the  South;  that  is,  to  compensate  for  the 
loss  in  the  Northwest.  And  Mr.  Groetzl  has  this  chart,  number  8, 
that  is  very  dramatic.  It  shows  that  the  sources  of  softwood  lumber 
in  the  South  account  for  30  percent. 

Now,  in  Texas  we  have  what  we  call  the  piney  woods  in  east 
Texas.  They  have  had  I  do  not  know  what  percentage — I  do  not 
come  from  that  section — of  production,  but  it  does  have  a  direct  re- 
lationship to  the  problem. 

As  I  have  tried  to  indicate  at  the  end  of  the  previous  panel's  tes- 
timony, I  think  at  the  bottom  of  everything,  including  this  problem, 
is  the  question  of  financing.  Finances  or  banking,  that  is  at  the  bot- 
tom of  everything.  And  the  reason  I  am  here  is  that  I  decided  to 
stay  on  this  subcommittee  since  I  first  came  aboard  32V2  years  ago. 
I  could  have  gone  to  the  other  "power  centers,"  as  they  are  de- 
scribed up  here  on  the  Hill,  but  this  subject  matter  has  fascinated 
me  from  the  very  beginning,  even  before  I  went  into  politics. 

It  is  not  very  apparent  until  you  study  the  subject  matter.  That 
is  why  I  was  very  grateful  to  you,  Mr.  Fritz,  for  sort  of  paralleling. 

Now,  I  mentioned  earlier  that  one  of  the  industries  in  the  North- 
east, hardware  and  tool  manufacturing,  cannot  tolerate  exorbitant 
interest  rates  in  the  procurement  of  the  line  of  credit  to  afford  the 
inventory. 

There,  again,  the  history  of  mankind  shows  even  7,000  years  be- 
fore Christ,  it  is  written  no  society  has  ever  survived  usury  at  any 
time  in  history.  I  think  the  16th,  17th,  and  even  part  of  the  18tn 
century  should  have  been  illustrative  in  the  financial  mechanisms 
that  the  kings  would  strive  for  in  order  to  pay  for  waging  war. 

In  our  time,  we  suffered  the  travail  of  the  hostages  in  Iran.  One 
very  little  known  fact  is  that  when  the  hostages  were  released  on 
January  20,  1981,  as  President  Reagan  was  taking  his  oath  of  of- 
fice, it  was  not  until  the  president  of  the  New  York  Federal  Re- 
serve Board  pressed  a  button  and  electronically  in  London  trans- 
ferred several  billion  dollars  to  the  Iranian  bankers  and  they  re- 
leased the  hostages  at  that  point. 

What  has  been  very  little  reported  is  that  all  the  hostage  taking 
since  then  has  centered  around  that,  the  fact  that  the  Iranians  still 
maintain  we  did  not  keep  the  pledge  and  still  owe  them  some 
money.  And  there  was  very  little  notice,  releases  mostly  coming  out 
of  European  sources,  when  payment  of  about  $700  million  was 
made,  and  a  couple  of  hostages  in  Lebanon  were  released.  But  the 
two  were  never  reported  that  way  in  the  American  press,  but  actu- 
ally that  was  the  reason  at  the  bottom  of  that  problem.  When  it 
first  arose,  I  was  one  of  those  that  made  a  suggestion,  which  took 
some  months  but  finally  came  around,  to  implement  a  freeze  which 
was  done  actually  in  extralegal  ways.  I  wanted  to  have  a  hearing, 
and  the  chairman  would  not.  So  he  finally  delegated  staffs  to  pre- 
pare a  staff  report  on  the  finances,  and,  in  fact,  we  were  excluded. 
But  the  one  who  actually  supervised  the  writing  of  that  report,  of 
which  I  have  probably  one  of  last  remaining  copies,  was  David 
Rockefeller  because  his  bank  had  about  a  $10  billion  exposure.  And 
that  was  the  whole  issue. 
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That  story  has  not  really  been  written  but,  of  course,  we  have 
lost  our  ability  to  have  vision  and  long  range.  The  last  President 
that  I  know  of  that  had  that  was  President  Franklin  Roosevelt. 
Therefore,  we  have  actually  been  convulsed  from  one  crisis  to  the 
other  since  1945.  That  structured  world  which  provided  the  finan- 
cial framework  of  reference  for  such  things  as  home  production  and 
the  ability  of  an  average  family  to  be  able  to  purchase  a  home  on 
a  30-year  stretch  fixed  mortgage  was  a  production  that  Congress 
at  that  time  could  do  in  the  1930's.  But  then  it  was  not  realized 
what  happened  after  1945,  and  that  world  is  gone,  and  the  whole 
picture  of  banking  has  changed,  Mr.  Fritz,  you  are  right.  How  in 
the  world  can  you  go  into  the  speculative  market  today?  This  is 
something  that  economists  as  a  whole  have  not  even  mentioned, 
much  less  the  Federal  Reserve.  That  is  why — this  worldwide,  and 
the  forces  operating  transcend  any  sovereign  nation's  ability  to  con- 
trol. 

At  this  point  it  is  going  to  take  a  worldwide  effort,  and  America 
has  not  tried  to  lead  any  more  than  it  did  after  the  hot  shooting 
phase  of  the  war  to  bring  about  a  happy  transition  through  a  for- 
mal peace  treaty.  We  still  do  not  have  a  peace  treaty  from  World 
War  II,  and  that  is  being  reflected  in  what  is  happening  in  Ger- 
many and  in  Eastern  Europe,  where  the  potential  is  so  great  for 
tragedy  that  I  even  hate  to  think  of  it. 

But  at  the  bottom  of  it  all  is  financing.  And  at  this  time,  as  you 
and  I  are  here  together,  you  have  trillions  of  dollars  moving  in 
what  today  is  known  as  a  nanosecond,  which  more  or  less  trans- 
lates to  about  the  speed  of  light.  Because  you  have  anywhere  from 
half  a  million  to  1  million  individuals  throughout  the  world,  that 
all  they  have  to  have  is  a  modem,  and  a  line  of  credit  up  to 
$100,000,  and  they  can  get  in  this  market.  And  in  the  derivative 
market,  for  instance,  you  have  activity  on  such  things  as  the  com- 
modity that  we  are  preoccupied  with,  forest  products. 

So  it  would  be  very  difficult  for  you  to  engage  in  that.  There  real- 
ly is  a  giant,  worldsize  Las  Vegas  out  there.  And  when  you  stretch 
that  to  I  do  not  know  how  many  hundreds  of  types  of  derivatives, 
commodities,  futures,  and  the  like,  our  problem  here,  as  I  see  it, 
is  that  the  banks  have  gotten  in  it  in  the  most  dangerous  way.  Also 
there  is  nothing  that  I  can  see  that  our  Federal  Reserve  Board, 
which  is  a  central  banker,  has  done  to  take  any  kind  of  leadership. 
Rather,  they  are  defensive  and  hiding  out  in  their  cave  trying  to 
defend  their  so-called  independence,  or  lack  of  accountability  to 
anybody. 

So  you  reflect  on  what  has  transpired,  and  so  does  everybody  else 
in  this  room.  We  will  be  having  a  hearing,  the  second  hearing, 
when  we  come  back  after  the  Easter  break.  I  will  introduce  what 
I  feel  is  by  way  of  a  bill,  but  actually  it  is  sort  of  a  suggestion  to 
our  executive  and  monetary  rulers  to  bring  about  some  kind  of 
world  conformity  to  regulate  what  is  very,  very  dangerous.  In  fact, 
we  have  already  had  manifestations,  and  they  have  translated  to 
such  things  as  the  credit  union  investments  with  the  speculative 
failures  of  such  things  as  the  Spanish  bank,  Bonesto,  which  has  the 
heavy  Morgan  Bank  of  the  United  States  involvement,  which  in 
turn  took  the  corporate  credit  union  investment  and  lost  their 
shirts.   But  before  that,  you  had  the  Italian  Feruzzi  empire  go 
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under  for  the  same  reason.  They  lost  about  $22  bilhon  in  that  spec- 
ulative market. 

There  is  no  telling  what  that  interconnection  is  with  our  banking 
institutions  because  they  are  all  involved.  These  enterprises  never 
do  it  alone  any  more  than  Rockefeller  or  Chase  Manhattan  did  it 
in  Iran.  So  they  get  English  banks,  German  banks,  and  other 
American  banks,  and  form  a  syndicate.  But  they  are  the  prime 
movers. 

So  there  is  no  way  now  that  the  Fed  can  control  that.  I  have 
been  pointing  this  out  since  before  the  middle  1980's.  And  no  mat- 
ter what  we  do  domestically,  we  now  have  no  control  over  external 
forces  that  we  used  to  have  control  over.  Not  any  longer.  One  of 
the  most  awesome  things  is  the  tremendous  pyramiding.  What  you 
have  now  in  the  speculative  market,  so-called  futures,  or  deriva- 
tives, are  really  megagiant  Ponzi  schemes.  And,  as  you  know,  Ponzi 
was  a  gentleman  from  Massachusetts.  He  was  one  of  your  products. 
And  you  have  nothing  more  or  less  than  that  because  he  was  also 
betting. 

And  when  we  have  the  20  largest  banks  of  our  country  investing 
on  what  they  call  their  off-balance-sheet  account,  for  which  they 
have  to  have  no  reserves,  in  one  bank's  case  1,750  percent  more 
than  their  capitalization  asset  worth,  you  know  that  the  hand- 
writing is  there,  the  voices  are  there.  I  do  not  know  how  it  can  be 
controlled  unless  there  is  some  type  of  a  worldwide  approach.  The 
only  worldwide  organization  would  be  the  U.N.,  but  that  is  not  fea- 
sible. But  it  is  going  to  have  to  take  the  central  bankers. 

Now,  the  central  bankers'  bank  is  the  BIS,  the  Bank  for  Inter- 
national Settlements.  But  currently  we  are  not  a  voting  member  of 
that.  The  recent  actions  where  they  brought  about  the  convergence 
of  capital  standards  with  the  very  much  lamented  imposition  by 
the  Federal  Reserve  Board  on  every  national  bank,  every  member 
bank,  instead  of  doing  it  to  those  20  that  are  involved  in  that  busi- 
ness, they  went  and  spread  that  responsibility  all  over  and,  to  the 
wailing  and  moaning,  increased  their  reserve  requirements  and 
hard  capital  standards. 

But  be  that  as  it  might,  it  seems  to  be  remote,  but  it  is  not.  I 
think  the  best  presentation  I  have  seen  yet  during  my  32  years  on 
this  subcommittee  of  relating  between  your  daily  occupation  to 
keep  your  head  above  water  and  a  free  enterprise  individual  and 
correlated  with  this  other  is  your  presentation  this  morning,  Mr. 
Fritz.  Not  that  I  am  downgrading  the  other  witnesses  because  all 
your  presentations  were  most  valuable,  and  particularly,  Mr. 
Lippke,  your  analysis  is  just  so  fundamental. 

We  are  going  to  move  along,  and  I  want  to  apologize  to  my  col- 
leagues for  having  indulged  in  this.  I  have  some  questions,  but  I 
am  not  going  to  abuse  your  patience.  I  will  submit  them  in  writing 
for  you.  By  the  time  you  receive  the  transcript  of  the  hearings,  you 
will  get  the  questions,  and  I  will  appreciate  your  addressing  them. 

I  am  also  going  to  ask  unanimous  consent  that  all  members  of 
the  subcommittee  be  given  the  same  opportunity  to  submit  ques- 
tions in  writing. 

With  that  I  will  recognize  Mr.  LaRocco. 

Mr.  LaRocco.  Thank  you,  Mr.  Chairman. 
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I  might  note  to  the  subcommittee  and  the  witnesses  that  we  have 
been  joined  by  Mr.  Vento,  the  third  member  to  join  us  today  who 
also  sits  on  the  Natural  Resources  Committee,  so  that  we  again 
have  this  convergence  of  natural  resources  and  the  banking 
interests. 

Chart  4  in  Mr.  Goetzl's  testimony  looked  at  the  total  Federal  har- 
vest and  we  saw  it  peak  out  in  1988  and  begin  dropping  way  down 
there.  Mr.  Chairman,  I  do  not  know  where  the  line  is  in  terms  of 
total  board  feet.  Maybe  if  we  had  another  hearing  here,  and  we  had 
Secretary  Babbitt  or  Secretary  Espy  or  the  Chief  of  the  Forest 
Service,  we  would  know  where  these  ought  to  be  so  that  we  could 
continue  out  in  the 

Chairman  Gonzalez.  If  you  will  yield  to  me,  it  is  our  intention 
to  have  followup  hearings  to  this  one  as  soon  as  we  get  back  from 
the  Easter  break,  and  I  would  love  very  much  to  invite  the  Sec- 
retary of  the  Interior  and  other  officials  of  the  Forest  Service. 

Mr.  LaRocco.  Thank  you,  Mr.  Chairman.  These  are  really  im- 
portant issues  because  the  sustainability  question  is  really  key  to 
this  whole  issue. 

I  have  a  couple  of  questions  with  regard  to  private  land  availabil- 
ity and  supply,  getting  back  to  Mr.  Goetzl's  testimony  back  on  page 
10.  You  have  stated,  "In  1993,  despite  rising  demand.  Western  lum- 
ber production  actually  fell  by  7.5  percent  and  will  likely  fall  an- 
other 5  to  10  percent  this  year." 

What  is  the  source  of  that  data,  Mr.  Goetzl? 

Mr.  Goetzl.  For  Western  lumber  production,  the  Western  Wood 
Products  Association  publishes  statistics  on  a  weekly  basis  for  their 
operating  region,  which  covers  all  of  the  West,  the  coast  region  as 
well  as  the  Rocky  Mountain  area. 

Mr.  LaRocco.  With  regard  to  private  timberlands,  there  is  great 
concern  out  in  the  Rocky  Mountain  region  and  the  Northwest, 
about  the  liquidation  of  private  lands.  People  are  really  going  for 
the  gold  out  there.  If  you  want  to  finance  your  kid's  college  edu- 
cation and  you  have  a  little  wood  lot,  now  is  the  time  to  sell. 

What  is  your  estimation  with  regard  to  the  supply  of  timber  on 
private  lands?  Are  we  eating  into  our  seed  com  here?  Is  there  still 
supply  on  those  private  lands?  A  lot  of  people  are  concerned  about 
how  we  have  liquidated  those,  and  I  am  not  talking  about  compa- 
nies like  Potlatch  or  Boise  Cascades. 

Mr.  Goetzl.  If  you  look  at  the  available  statistics,  you  can  con- 
clude that  we  have  probably  pretty  nearly  maxed  out  on  the  har- 
vest off  of  private  lands  in  any  kind  of  sustainable  point  of  view. 
We  are  probably  cutting  more  than  we  are  growing  in  many  parts 
of  the  country  on  private  lands  right  now,  in  large  part  because  of 
the  higher  prices  of  timber  and  lumber.  That  encourages  private 
landowners  to  harvest  their  timber,  in  many  cases  perhaps  pre- 
maturely from  what  they  might  otherwise  have  done  previously. 

In  the  State  of  Washington,  private  timber  harvests,  I  believe, 
are  down.  In  the  State  of  Oregon,  they  are  up  a  little  bit.  I  am  not 
sure  what  the  situation  is  in  your  State,  but  I  suspect  that  private 
harvests  are  probably  pretty  near  their  peak  level  at  this  particular 
point  in  time. 

Mr.  LaRocco.  So  this  has  implications  for  timber  supply,  further 
volatility? 
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Mr.  GOETZL.  Yes.  If  you  look  out  into  the  future  and  try  to  assess 
whether  or  not  private  lands  can  make  up  for  the  shortfall  say  on 
the  public  lands,  the  answer  is  absolutely  not.  There  is  just  not  suf- 
ficient inventory  or  growing  stock  out  there  to  do  that  in  any  kind 
of  sustainable  way. 

Mr.  LaRocco.  This  has  the  same  implications  that  have  been 
brought  out  in  hearings  on  environmental  concerns;  in  other  words, 
what  is  going  on  in  the  private  lands  has  implications  for  the  envi- 
ronment. If  they  are  in  the  drainage,  for  example,  where  there  are 
Federal  lands,  and  we  have  FEMAT,  pack  fish  and  other  con- 
straints placed  on  us  upstream,  it  is  all  intertwined.  It  does  mesh 
with  the  proposed  ecosystem  management  practices  where  all  of 
these  stakeholders  have  to  get  together  and  determine  what  is 
going  on. 

I  might  say  with  regard  to  owl  circles  and  with  regard  to  private 
lands  in  the  Northwest,  I  think  if  this  administration  can  come  up 
with  a  program  of  habitat  conservation  plans  where  private  land- 
owners developing  recovery  plans  are  held  harmless  if  there  is  no 
recovery,  then  we  can  move  forward.  I  think  this  is  important,  be- 
cause I  think  they  should  be  allowed  to  set  up  their  own  conserva- 
tion and  recovery  plans  out  there.  I  do  not  know  what  you  would 
think  about  that,  Mr.  Goetzl. 

Mr.  Goetzl.  Well,  I  know  there  is  ongoing  discussions  about 
what  the  appropriate  strategy  ought  to  be  for  private  lands  with 
respect  to  the  northern  spotted  owl,  and  the  administration  is  de- 
veloping a  IV-D  role  under  the  ESA.  I  suspect  the  strategy  may 
have  changed  because  of  the  recent  ruling  in  what  is  called  the 
"sweet  home"  case  whereby  the  court  ruled  that  only  a  taking  of 
a  critter,  a  threatened  or  endangered  species  critter  itself  would  be 
a  violation  of  section  9.  But,  nonetheless,  I  think  there  are  discus- 
sions that  are  currently  taking  place  to  try  to  develop  an  appro- 
priate IV-D  rule  for  the  region.  No  matter  what  the  rule  is  going 
to  be  or  no  matter  what  might  be  developed,  still  further  developed 
in  the  Forest  Practices  Acts  within  the  States,  you  are  still  remov- 
ing land  fi-om  timber  production. 

No  matter  how  you  look  at  it,  there's  sort  of  a  finite  timber  land 
base  there  and  a  finite  timber  supply.  Whenever  you  restrict  the 
harvesting  or  lock  up  the  management  of  a  given  number  of  acres 
you're  removing  that  supply  potential  from  the  marketplace. 

Mr.  LaRocco.  Right,  but  there  have  been  discussions  about  the 
IV-D  rule  development.  I  know  that  private  land  owners,  large 
ones,  with  owls  on  the  private  lands  have  been  critical  of  the  ad- 
ministration for  not  moving  forward  and  coming  to  some  resolution 
about  that.  That's  what  I'm  hearing.  We're  all  on  hold  here.  The 
supply  has  dried  up. 

Alia  it's  not  only  dried  up  in  the  Northwest  with  regard  to  the 
ancient  forests  and  the  spotted  owl  issue.  In  Idaho,  I  have  gone 
through  ranger  district  after  ranger  district  in  the  five  National 
forests  in  my  district,  Mr.  Chairman,  and  tried  to  determine  what 
the  cut  of  Federal  timber  is  going  to  be  for  1994,  and  it  is  dropping 
precipitously  for  a  myriad  of  reasons. 

Mr.  Goetzl.  The  reduction  in  Federal  timber  supply  in  your  re- 
gion is  probably  off  about  50  percent  as  compared  to  a  few  years 
ago.  But  what's  really  significant  is  if  you  look  at  the  lumber  pro- 
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duction  statistics  from  your  region,  they're  off  even  more.  Produc- 
tion is  off  in  your  region  even  more  than  it  is  on  the  west  coast. 
The  production  last  year  I  think  dropped  about  10  percent  in  the 
Rocky  Mountain  region  as  compared  to  only  about  7  percent  on  the 
west  coast. 

Mr.  LaRocco.  Every  ranger  district  is  different,  with  different 
species,  land  forms,  soils,  and  histories,  in  those  forests.  I  could 
speak  definitively  about  some  of  them  and  give  you  a  perfect  rea- 
son, but  things  have  come  close  to  a  complete  standstill.  It  is  pre- 
cipitous in  terms  of  the  drop.  So  it's  not  just  the  spotted  owl  issue. 
It's  everything. 

I've  been  encouraging  the  administration  to  come  up  with  a 
short-term  solution  to  this.  We're  looking  at  all  possibilities. 

Mr.  Lippke,  you  did  not  mention  the  Soviet  Union.  In  fact,  you 
mention  in  your  testimony  that  you  specifically  didn't.  But  would 
you  care  to  speculate  a  little  bit  about  that  region? 

And  the  other  thing  I  wanted  to  ask,  Mr.  Fritz,  in  followup  to 
that  is  whether  the  co-ops  that  you  buy  rely  on  foreign  sourcing  for 
any  timber  that  comes  to  your  retail  operation. 

But  is  there  any  speculation  on  the  Soviet  Union? 

Mr.  Lippke.  We  actually  have  researched  the  timber  supply  situ- 
ation in  the  Soviet  Union  for  many  years  and  have  hundreds  of 
pages  worth  of  research  monographs  on  it.  It  is  a  very  difficult  situ- 
ation to  assess,  largely  because  of  the  difficulty  of  assessing  the  po- 
litical climate  which  essentially  will  control  the  events. 

Our  own  projections  in  a  recent  thesis  project  essentially  con- 
cluded that  as  the  Soviets  mark  to  market  prices  they  will  find  that 
it  is  extremely  expensive  timber  to  get  to  market  and  there  prob- 
ably will  not  be  huge  increases  in  exports  from  the  Soviet  Union. 
If  there  were,  of  course,  there  are  huge  environmental  questions 
that  would  be  raised  in  a  global  community. 

That  doesn't  mean  that  in  the  short  term  they  won't  be  attempt- 
ing to  get  as  much  currency  as  they  can  from  moving  as  much  as 
they  can  through  the  existing  infrastructure. 

There  certainly  is  the  possibility  that  Japan  would  feel  that  they 
needed  additional  wood  and  would  begin  to  invest  in  the  infrastruc- 
ture in  Japan.  But,  of  course,  that  raises  a  whole  new  set  of  politi- 
cal issues. 

Mr.  LaRocco.  Mr.  Fritz,  with  regard  to  your  co-ops? 

Mr.  Fritz,  There's  a  very  small  amount  right  now  reaching  us 
in  the  form  of  manufactured  goods  such  as  door  jambs,  and  in  some 
cases,  some  doors  in  Radiata  pine  that  we've  seen  coming  in.  But 
to  any  large  extent  at  this  point,  no,  it  hasn't  been  an  issue. 

Mr.  LaRocco.  I  might  add  that  I  am  familiar  with  Truss  Joist. 
It  was  founded  in  Boise,  Idaho.  It  just  grew  up  out  of  the  sagebrush 
there  and  it's  a  great  company;  soon  to  be  one  of  the  Fortune  500. 
TJ  International  is  an  excellent  firm,  and  their  stock  is  up  because 
of  things  we've  been  talking  about.  They  are  an  alternative. 

One  last  comment  and  question.  I'm  very  concerned  about  the 
credit  availability  that  you  mentioned  in  terms  of  the  small 
businesspeople.  The  chairman  has  addressed  that.  Mr.  Goetzl,  you 
had  mentioned  this  interesting  question  about  insurance  coverage 
for  replacement.  Is  there  any  recent  experience  on  this,  say  for  ex- 
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ample,  in  the  California  market  where  there's  been  quite  a  bit  of 
action  after  the  earthquake? 

Mr.  GOETZL.  The  only  thing  that  I'm  aware  of  is  this  notice  that 
went  out  from  Prudential  Insurance  Co.,  that  went  out  to  all  their 
homeowners  nationally  that  said  that  they  were  raising  their  pre- 
mium rates  specifically  because  of — they  did  cite  natural  disasters 
as  one  of  the  problems.  But  also  because  of  the  escalating  cost  of 
lumber  prices,  which  of  course,  has  an  impact  in  the  replacement 
cost  type  policies  where  homeowners  are  insured  against  the  re- 
placement cost  of  their  home.  That's  the  only  experience  that  I'm 
aware  of  at  this  point  in  time. 

Mr.  LaRocco.  Interesting.  I'll  just  close  by  saying  that  I  think 
the  danger  is  not  having  a  solution  in  the  Northwest,  and  Chair- 
man Vento  and  I  worked  on  that.  I  was  a  new  member  of  the  Pub- 
lic Lands  Subcommittee  of  the  Interior  Committee  in  the  102nd 
Congress.  We  took  some  tough  votes  to  try  and  get  a  congressional 
solution  to  this,  and  actually  took  your  advice  early  on,  Mr.  Groetzl. 

I  fear  that  our  attempt  at  preserving  jobs,  having  fiber  for  Amer- 
ica, and  protecting  the  environment,  tnat  all  three  of  those  things 
are  in  danger  by  further  delays.  I'm  hopeful  that  somehow  we  can 
resolve  this  soon.  I  certainly  want  to  and  I'm  ready  to  make  tough 
choices  if  we  can  move  this  ahead. 

But  I  believe  the  solutions  are  very  important  to  us.  I,  like  you, 
commend  the  President.  It's  a  great  start,  but  we  have  to  have  an 
ending  to  it,  too,  that  is  reasonable  for  America  and  answers  our 
needs. 

Chairman  Gonzalez.  Will  youyield? 

Mr.  LaRocco.  Of  course,  Mr.  dhairman. 

Chairman  Gonzalez.  Just  to  point  out  that  the  Senate  passed 
out  the  so-called  Community  Investment  Bank  bill.  And  they  in- 
cluded, I  forget  how  many  amendments.  One  of  them  had  to  do 
with  the  spotted  owl.  I  thought  I  would  advise  you.  Now,  I  don't 
know  what  it  does,  but  it  is  in  there.  It  also  has  one  on  the  slave 
labor  in  Russia  and  everything  else.  As  you  know,  they  operate 
under  different  rules. 

But  I  thought  I'd  advise  you  that  in  their  bill — and  of  course,  we 
can  go  to  conference  with  tnem  because  we  passed  our  bill  out  last 
year — they  did  include  a  spotted  owl  proviso,  Mr.  Vento. 

Mr.  Vento.  Yes,  it  had  something  to  do  about  involuntary  ser- 
vitude by  spotted  owls  in  the  Soviet  Union,  Mr.  Chairman. 
[Laughter.] 

We'll,  I'm  sure,  be  able  to  free  the  community  development  finan- 
cial institutions  bill  from  such  unrelated  amendments. 

It's  an  important  issue,  obviously.  Talking  about  housing,  most 
of  us  look  at  it  as  being  a  very  basic  concern  of  Americans.  I'd  say 
that,  on  a  broader  basis  I  think,  Mr.  Chairman,  that  through  our 
international  financial  institutions  responsibilities  we  probably 
could  examine  the  treaties  that  occurred  with  regards  to  forestry 
that  grew  out  of  the  Rio  conference  and  begin  to  look  to  try  and 
craft  our  involvement  in  programs  of  both  hard  and  soft  loans 
internationally  to  match  the  goals,  and  perhaps  the  benchmarks  in 
those  laws. 

I  think  there  would  be  a  lot  of  interest  on  the  part  of  the  mem- 
bers to  develop  an  international  policy  which  dealt  with  those  that 
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are  using  and  choose  to  use  that,  try  and  be  certain  that  there  is 
the  preservation  of  rainforests  and  the  biodiversity  and  the  other 
issues  that  are  so  key,  I  think,  to  all  of  us  as  responsible  stewards 
in  terms  of  where  we're  going. 

I  guess  my  philosophy  with  this  is  pretty  clear  to  most  of  you  in 
terms  of  preservation  of  that  which  is  natural,  conservation  of  what 
we  use,  and  rehabilitation  of  that  which  has  been  damaged.  Clear- 
ly, I  think  that  the  policies  that  have  been  pursued  with  regards 
to  forest  policies  on  public  lands,  and  to  some  extent  private  lands 
which  we  have  less  responsibility — well,  virtually  of  exercise,  no  re- 
sponsibility, by  and  large — have  been  on  a  policy  path  that  has  not 
been  sustainable. 

Mr.  Chairman,  I  note  the  charts  don't  go  back,  but  you  did  take 
the  liberty  of  reviewing  a  little  history.  So  let  me  just  point  out 
that  the  national  forest,  at  least  in  the  BLM  lands — not  so  much 
them,  but  the  forests  produce  less  than  1  billion  board  feet  a  year 
prior  to  World  War  II  in  terms  of  harvest.  In  the  mid-1980's  it  was 
up  to  about  15  billion  board  feet  a  year. 

So  it  was  clear  that  most  woods  earlier,  that  the  national  forests 
were  designated  and  utilized  for  other  than  timber  harvest.  So 
there's  been  a  great  cry  that,  I  think  if  you'd  trace  the  history  of 
conservation  and  other  groups  in  terms  of  the  impacts  through  the 
1940's  and  1950's  and  1960's  and  1970's  in  terms  of  the  clear  cut, 
the  whole  policy  of  what  should  be  cut,  and  how  it  should  be  reha- 
bilitated. Today,  thankfully,  I  think  we're  gaining  even  a  greater 
and  greater  understanding  of  what  that  challenge  is. 

And  there's  greater  pressure  as  the  private  lands,  for  whatever 
reason — because  they  weren't  managed  properly,  I  think,  in  many 
cases  so  there  isn't  a  secondary  growth  available  for  utilization. 
And  then  some  private  lands  that  are  managed  very,  very  well  like 
the  Weyerhauser  lands  that  are  very  capable  of  producing  and  do 
produce  a  big  wood  harvest.  But  there  is  a  realization  as  we  learn 
more  that  we  have  to  act  and  behave  in  different  ways. 

I  think  Congressman  LaRocco  has  been  a  real  leader  in  terms  of 
working  with  constituency  groups  on  the  issue  of  forest  rehabilita- 
tion. I've  worked  a  lot,  even  some  years  ago,  in  developing  a  capac- 
ity for  the  international  forestry  in  terms  of  providing  the  oppor- 
tunity for  the  Forest  Service,  the  most  preeminent  land  manager, 
I  think,  on  a  global  basis,  to  provide  technical  assistance  to  less- 
developed  countries  where  they  couldn't  provide  that  assistance. 

So  we  are  trying  in  our  own  way,  I  guess,  to  put  the  best  ideas 
to  work  in  terms  of  meeting  our  responsibilities  as  global  citizens 
and  as  Americans  in  terms  of  meeting  needs  here,  but  not  trying 
to  exploit  them.  But  from  time  to  time  you  run  into  conflicts  in 
terms  of  these  goals;  that  we  never  have  enough  information,  we 
never  have  perfect  information.  It  all,  of  course,  is  reflected  I  think 
when  we  see  the  charts  and  so  forth  before  us,  and  the  price  and 
the  cost  of  what  is  going  on. 

I  think  that  there  isn't  any  question  but  if  we  substantially  alter 
the  amount  of  softwood  harvest  that  it's  going  to  have  an  impact 
on  price.  It's  a  factor,  and  I  would  stipulate  that.  I'm  certain  the 
economists  have — I  would  note  that  their  notes  have  reflected  upon 
that. 
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The  thing  I  think,  that  is  to  treat  that  as  the  only  factor,  that 
it's  unrelated  to  the  demand  for  the  product  I  think  is  a  major  vac- 
uum in  terms  of  our  understanding  of  it.  It  is  a  point,  in  fact,  that 
the  highest  prices  on  timber  occurred  in  the  late  1970's;  not  even 
adjusted  for  inflation. 

The  highest  prices  occurred  at  that  time  when  we  were  harvest- 
ing the  most  from  the  Federal  lands.  The  highest  harvests  occurred 
in  Jimmy  Carter's  Presidency  because  of  sales  and  other  factors — 
and  I'm  talking  about  harvest.  Also  the  other  factor,  Mr.  Chairman, 
that  you  well  know,  and  we  know  on  this  subcommittee,  is  that  we 
were  hitting  the  building  of  nearly  2  million  houses  a  year  at  that 
particular  time;  the  demand. 

So  you  have  to  look  at  it  in  the  context  of  demand.  Of  course 
now,  during  the  1980's  we  had  high  interest  rates  and  the  lack  of 
credit  availability,  which  Mr.  Fritz  properly  pointed  out,  in  terms 
of  small  businesses  and  so  forth.  So  those  are  the  facts  that  we 
have  to  reconcile  in  terms  of  where  we're  going.  And  we  have  to 
factor  in  the  demand  side. 

I'm  sure  that  some  of  the  witnesses  and  others  note  that  I  was 
pawing  through  this  CRS  report  to  Congress  here  of  February  18, 
1994.  It's  a  month  old,  but  I  think  it  does  deal  with  lumber  prices 
in  1993.  I  think  in  terms  of  completeness  of  the  record  we  want  to 
include  this,  although  the  witnesses  probably  have  some  observa- 
tions about  it. 

[The  Report  referred  to  can  be  found  in  the  appendix.] 

But  it  does  point  out  many  factors.  For  instance,  one  of  the  fac- 
tors here  during  the  1980's,  it  points  out  that  a  third  of  the  timber 
from  private  lands — I  believe  they're  talking  about  largely 
softwood,  certainly  should  be,  it  would  probably  be  even  greater  if 
it  wasn't  softwood — if  it  was  only  softwood  alone.  But  that  a  third 
of  our  timber  from  private  lands  was  exported;  30  billion  board  feet 
during  the  decade  of  the  1980's.  So  exports  are  a  big  factor. 

We  import  and  we  export.  As  some  have  pointed  out,  that's  be- 
cause the  transportation  links  and  issues.  It's  also,  of  course,  be- 
cause of  demand  internationally  and  the  lack  of  availability. 

The  Pacific  Northwest,  as  a  case  in  point,  does  not  produce  from 
public  lands  the  greater  amount  of  timber.  It  does  produce  a  sig- 
nificant amount  from  public  lands.  But  if  you  look  at  the  overall 
timber,  most  of  the  softwood  timber  harvests  occur  in  the  South, 
by  a  significant  margin,  and  in  the  other  West,  which  is  the  inland 
West  of  my  friend  fi*om  Idaho  and  others.  So  I  think  also  we  have 
to  reflect  on  these  particular  points.  But  I  would  just  point  out  the 
issues  here. 

Mr.  Chairman,  finally  I  think  in  terms  of  the  perspective  of 
homeownership,  we  ought  to  realize  that  the  cost  that  is  pointed 
out  here  by  CRS  of  5  percent  of  the  total  cost  of  a  single  residence 
is  attributed  to  wood.  So  they  made  a  comparison,  if  you  doubled 
the  price  of  whatever  that  wood  cost  is  finished — obviously,  the 
stumpage  prices  don't  exactly  relate.  Even  if  you  double  them  it 
doesn't  necessarily  relate  to  a  finished  product  type  of  price. 

There  are  other  factors  involved,  transportation,  energy,  labor, 
and  so  forth,  profit.  If  you  were  to  double  it  it  would  have  less — 
it  would  have  about  the  same  efi"ect  as  a  1  percent  increase  in 
mortgage  rates,  which  is  substantial.  But  it  is  not,  I  think — the  as- 
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sumption  in  terms  of  doubling  the  price — probably  something  that 
is  not,  I  hope  it's  not  in  the  cards. 

I  didn't  have  a  chance  to  hear  all  the  testimony  of  the  vsatnesses 
or  to  study  it  as  closely  as  it  should  be  studied,  but  I  did  want  to 
inject  this.  I  know  that  there  have  been  challenges  to — and  I  will 
put  these  in  the  record  as  well — of  earlier  stories  that  reflect  the 
CRS  study  from  late  December,  early  December. 

I  will  also  put  in  the  record  the  article  about  the  White  House 
challenge  to  the  ruling  on  lumber  where  we  have,  obviously,  a  6.5 
percent  tax  on  lumber  that's  coming  into  the  United  States  which 
is  from  Canada,  which  is  an  excise  tax  put  on  because  of  the  argu- 
ment that  the  Canadians  unfairly  subsidize  and  sell  us  below  cost 
lumber  in  the  United  States.  I'm  sure  that  the  builders  here  at  the 
table  would  all  agree  that  we  ought  to  get  rid  of  that  6.5  percent 
tax. 

I  don't  know  that  I'm  convinced  that  we  ought  to  get  rid  of  that 
6.5  percent  tax,  and  I  doubt  that  some  of  my  colleagues  from  the 
communities  that  are  striving  to  maintain  a  wood  fiber  and  harvest 
process  would  agree  with  that.  So  I'll  grant  them  that  there  is  an 
issue  here. 

I  also  would  like  to  point  out  that  lumber,  that  the  most  recent 
numbers  at  least  of  March  17 — now  I  don't  know  if  it  was  just  the 
luck  of  the  Irish  or  what,  Mr.  Chairman,  but  that  this  is  the  paper 
that  I  had  with  the  headline  so  I  thought  ^'d  use  it.  It  points  out 
that  the  price  of  lumber  again  is  falling.  I  <'.  te  it  is  not  indicative 
of  the  fact  that  we  have  again  a  reduced  housing  start  cir- 
cumstance. 

[The  articles  referred  to  can  be  found  in  the  appendix.] 

Mr.  Chairman,  I  don't  know  if  I'm  making  any  sense  to  anyone 
at  the  table  or  up  here,  but  I  just  wanted  to,  without  being  argu- 
mentative, try  to  portray  some  additional  information  and  views 
and  certain  that  if  you  marshal  certain  facts  you  can  make  one  im- 
pression. If  you  marshal  others,  you  can  make  another.  But  I  want 
to  assure  the  witnesses  at  the  table  that  we  want  to  be  fair  about 
this. 

I  realize  it's  a  serious  problem.  As  someone  that  has  worked  with 
my  colleagues  on  issues  dealing  with  shelter  and  homes  and  the 
homeless  and  so  forth,  I  don't  think  we  want  to  pit  them  at  the 
front  of  being  the  advocates  of  changing  all  of  our  environmental 
policies. 

Finally,  I'd  point  out  that  it  isn't  the  spotted  owl  that's  the  prob- 
lem; it's  the  Forest  Management  Practices  Act;  it  is  the  National 
Environmental  Policy  Act;  it  is  the  Clean  Water  Act;  it  is,  Mr. 
Chairman,  something  called  FLPNA,  which  you  probably  remember 
is  the  law  that  governs  the  organic  act  that  governs  BLM. 

This  does  give  me  a  chance,  Mr.  Chairman,  to  expand  my  rep- 
ertoire in  terms  of  the  subcommittee.  I  had  one  Natural  Resource 
Committee  meeting  already  this  morning  and  I'm  happy  to  point 
out  and  report  to  my  colleague  from  Idaho  that  we  did  not  take 
Carolyn  Maloney's  advice  with  regards  to  the  Rocky  Mountain  eco- 
system and  embrace  five  States  in  that  measure.  But  we  did  do, 
I  think,  a  pretty  good  job  on  Montana  and  passed  that  bill  out  of 
subcommittee,  and  hopefully  that  will  leave  at  least  a  certain  policy 
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path,  if  not  the  policy  path  that  everyone  wants  or  seeks  in  terms 
of  that  issue. 

Mr.  Chairman,  I  perhaps  have  been  redundant  and  extended.  If 
any  of  the  witnesses  have  any  brief  comments  in  response  to  mine 
I  feel  that  I  should  give  them  an  opportunity. 

Chairman  Gonzalez.  Certainly.  I  think  it's  very  good  what  you 
brought  out.  Mr.  Fritz. 

Mr.  Fritz.  I'd  like  to  just  comment  on  one  thing.  Again,  I  like 
to  look  at  big  picture  things  and  embrace  the  whole  parts  of  the 
issue.  The  one  thing  that  has  bothered  me  most  about  the  whole 
timber  issue  itself  is  the  fact  that  we  can't  seem  to  write  laws  and 
decide  on  policy  that  endures.  When  we  change  administrations, 
the  whole  policy  changes,  and  the  whole  picture  begins  to  change. 

It's  extremely  difficult  to  plan  for  our  second  150  years  as  a  com- 
pany in  the  face  of  that  kind  of  thing.  I  would  implore  everybodv 
to  try  to  reach  some  sort  of  reasonaole  compromise  that  doesn  t 
leave  one  side  saying,  OK,  we  agree  to  that,  but  what  about  some 
more  here  and  some  more  there  and  some  more  here?  Both  sides 
of  the  timber  supply  issue  happen  to  be  going  that  way,  and  I 
would  hope  that,  for  my  sake  in  trying  to  deal  with  people  on  a 
local  level,  that  we  could  get  past  that  kind  of  situation. 

Mr.  Vento.  Mr.  Fritz,  let  me  just  interject  here.  I  don't  mean  to 
cut  you  off,  but  I  understand  the  question  and  the  frustration. 
We've  got  two  factors  at  work  here.  One,  of  course,  in  this  adminis- 
tration with  the  FEMAT  Program  is  on  line.  They're  saying  what 
they  want  to  do.  It's  a  lot  less  than  was  harvested  oefore.  It's  about 
1  billion  board  feet  in  region  6.  There  could  be  other  problems  in 
terms  of  new  forestry  and  other  areas.  We've  talked  about  ways  to 
try  to  augment  that  in  terms  of  secondary  growth  and  trying  to  en- 
hance things  for  the  future. 

So  there  is  a  problem  in  terms  of  being  in  court  and  having  a 
response,  or  being  in  a  state  of  denial,  or  why  ever  we  were  there. 
The  court  case  or  the  judges  made  the  decisions.  So  we  have  to  try 
to  extract  ourselves  now  from  that. 

The  second  problem,  and  I  understand  exactly  your  sentiments, 
is  that  we  did  a  Wilderness  bill,  we  did  something  else  in  terms 
of  land  use,  or  for  instance,  tax  policy.  But  at  least  with  regards 
to  the  land  use  policies,  we  are  faced  with  a  continual  flow  of  infor- 
mation. We  face  this,  the  Pacific  Northwest  especially  was  sort  of 
graphic  because  everything  that  came  out  in  terms  of  the  first 
Interagency  Scientific  Committee,  and  then  the  next — the  Gang  of 
Four,  and  then  the  FEMAT  Program.  And  each  one  delivered  to  us 
new  information  and  insights. 

Unfortunately,  the  information,  insofar  as  what  was  sustainable 
and  doable  in  terms  of  a  coherent  policy  in  view  of  the  scientists 
and  the  policymakers — and  ultimately  it's  a  political  decision  that 
has  to  be  made  even  though  it  is  based  on  accepting  this  informa- 
tion was,  we  were  faced  with  actually  a  changed  circumstance. 

So  I  hope  that  we  can  get  to — and  I  think  getting  ahead  of  the 
curve  in  terms  of  doing  some  of  the  things  like  the  biological  sur- 
vey, and  providing  a  better  format  for  information,  and  trying  to 
deal  with  the  forest  health  issue  that  Congressman  LaRocco  is 
doing,  trying  to  localize  in  spite  of  the  fact  we  have  been  criticized 
for  not  being  willing  to  localize  decisions,  that  we  need  to  have  na- 
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tional  consistency  and  absolute  control  under  Congressman 
LaRocco's  thumb  or  my  thumb  or  somebody  else  is  that  we  are 
going  to  look  at — we  are  trying  to,  and  hopefully  we'll  get  ahead 
of  tnat  enough  so  that  we  can  have  more  predictability  and 
certainty. 

I  hear  what  you're  saying.  We  want  to  do  that.  But  we  are  faced 
with  a  dynamic  circumstance  with  regards  to  our  understanding  or 
the  scientists'  understanding  and/or  my  understanding  as  a  policy- 
maker. So  that's  in  essence — it  isn't  a  bad  faith  issue.  We're  trying 
to  operate  in  good  faith,  but  I  think  a  lot  of  folks  say,  we  don't  even 
want  to  deal  with  you  because  everything  keeps  changing.  We'd 
just  as  soon  take  our  chances  fighting  in  court.  And  of  course,  the 
truth  there  is,  you've  lost. 

The  economists  can't  add  much  to  this,  I  take  it. 

Mr.  GrOETZL.  I  might  just  add  a  few  comments.  You  talked  about 
lumber  prices  and  the  factors  that  affect  changes 

Mr.  Vento.  I'm  talking  about  demand  specifically. 

Mr.  GoETZL.  Yes,  and  demand  is  an  important — I  don't  think 
anyone  would  suggest  that  there  aren't  a  lot  of  factors  that  affect 
lumber  prices  and  demand  is  an  important  one.  But  I  will  note  that 
the  Congressional  Research  Service  also  published  a  report  a  year 
ago  on  the  same  subject  in  March  1993  where  the  analyst  wasn't 
even  willing  to  allow  the  fact  that  timber  supply  had  very  much  to 
do  with  the  current  market  in  lumber.  He's  since  changed  his  tune 
in  the  most  recent  rendition  and  I  commend  that. 

Clearly,  timber  supply  has  a  very,  very  important  role  in  what's 
happening  with  the  lumber  market  today,  especially  when  you  com- 
pare it  with  the  cycles  in  the  past.  More  importantly,  it's  the  one 
area  where  the  Federal  Government  can  do  something.  The  Con- 
gress and  the  administration  has  jurisdiction  and  authorities  which 
they  can  do  something  about  timber  supply.  So  it  can  affect  the 
price  of  lumber. 

Mr.  Vento.  We  could  mandate  steel  studs.  We  could  mandate  re- 
cycling. We  could  have  urban  growth  policies  that  dealt  effec- 
tively— I  mean,  there  are  a  lot  of 

Mr.  Goetzl.  Or  you  can  bring  some  certainty  to  the  timber  sup- 
ply situation. 

Mr.  Vento.  We  are  trying — I  think  that  that's  true.  Of  course, 
insofar  as  we  tried  to  do  that  and  will  try  to  do  it,  the  certainty 
issue  will  be  helpful,  and  within  limits,  insofar  as  the  timber  har- 
vest is  affecting  it  and  not  energy  or  other  factors.  Of  course,  en- 
ergy was  a  big  issue  in  the  1970s,  which  should  be  borne  in  mind 
because  that  was  a  variable  that  actually  showed  more  explosivity, 
more  push  in  terms  of  the  issue. 

So  you  can't  separate  these  out.  But  obviously,  trying  to  isolate 
these  and  relate  them  only  to  forest  practices  and  court  cases  is  not 
really  my  concern  with  this,  the  representations  or  presentations 
made  here  today  is  that  they  suspend  themselves.  I  think  demand 
is  actually  one  of  the  bigger  factors  in  this.  And  you  don't  deal  with 
energy  and  don't  deal  with  the  other  issues. 

But  it's  a  complex  problem.  It  is  not  an  easy  problem.  You're 
holding  all  others  constant  to  look  at  that  as  a  variable.  I  think 
that  there  is  some — from  my  point  of  view  that  may  not  be  as 
valid.  So  in  any  case,  I  respect  what  you're  trying  to  do  and  your 
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statements,  but  I  think  you  can  draw  a  lot  of  different  conclusions 
here. 

Mr.  Fritz.  Congressman,  there's  one  other  large  factor  that  I 
don't  think  we  should  ignore  in  all  this.  Again,  its  an  overriding 
issue.  That  is,  how  much  does  turmoil  cost  us?  In  terms  of,  we're 
experiencing  in  our  industry  tremendous  changes  in  patterns  of 
distribution,  and  tremendous  amounts  of  energy  and  time  spent  by 
people  on  our  level  just  trying  to  find  the  resource  to  supply  to  the 
market. 

I  have  a  couple  of  great  examples  from  Chairman  Gonzalez'  own 
district.  I  talked  with  the  fellow  that  owns  Guadalupe  Lumber  in 
San  Antonio.  He's  completely  out  of  the  new  home  construction 
business.  All  he's  doing  is  remodeling  now  because  he  can't  afford 
the  inventory  that  it  takes  him  to  build  new  homes.  Another  one 
of  his  constituents,  Roy  Campbell  from  Campbell  Lumber  in  San 
Antonio  also  is  having  to  consider  a  change  to  what  I  would  con- 
sider to  be  a  less  desirable  product  because  of  availability  and  so 
forth.  So  all  this  relates. 

Mr.  Vento.  It's  interesting — I  think,  Mr.  Fritz,  it's  interesting  to 
hear  the  comments  keyed  to  San  Antonio.  I  think  also  it  relates  to 
how  we  market,  and  who  has  the  market,  and  a  large  enough  mar- 
ket, inventories.  Lumbermen  have  historically,  and  I  think  under- 
standably, maintained  low  inventories,  tried  to,  because,  of  course, 
the  cost  of  maintaining  inventory  and  the  problems  with  it.  But  I 
think  if  you  look  at  the  marketing  of  lumber,  at  least  as  I  see  it 
in  the  Midwest  and  other  places,  its  gone  to  larger  and  larger  busi- 
nesses. In  fact,  the  Knox,  and  my  former  colleague,  Rudy  Boschwitz 
and  Plywood  Minnesota,  who  is  now  doing  carpets. 

In  any  case,  Mr.  Chairman,  the  bells  have  rung  the  second  time. 
You've  been  very  patient.  Congressman  LaRocco  has  sat  very  still, 
and  I  hope  that  I've  been  able  to  add  some  perspective  to  the  hear- 
ing without  being  antagonistic. 

Chairman  Gonzalez.  We  have  a  few  minutes  before  we  take  off. 
You  mentioned  the  2  million  housing  starts.  It's  very  interesting, 
because  Professor  Lippke  referred  to  that  in  1978  and  1979.  Those 
years  were  when  we  had  7  years  of  President's  Housing  Goal  re- 
ports to  the  Congress  that  we  mandated  in  one  of  the  early  1970's 
or  maybe  late  1960's  Housing  Acts. 

But  I  was  always  under  the  impression  after  getting  those,  I 
think  there  was  a  total  of  seven  President's  Reports  on  Housing 
Goals,  that  we  never  did  meet  that  number.  We  never  did  get 
around  to  producing  the  minimum. 

Mr.  Lippke.  That's  correct,  Mr.  Chairman.  Those  numbers  can 
largely  be  explained  by  several  factors.  One  is — and  you're  well 
aware  of  it,  I'm  sure — we  had  such  high  interest  rates  we  rationed 
most  of  the  people  out  of  the  housing  market,  so  we  didn't  essen- 
tially allow  them  to  buy  a  house.  We  also  converted  to  a  lot  of  re- 
modeling and  restored  units  that  reduced  the  number  of  new 
homes  that  were  required. 

But  I  think  it's  still  clear  today  that  there  is  still  a  large  demand 
for  housing  out  there  that  would  like  to  move  into  the  market  if 
you  give  them  the  conditions  to  allow  it  to  happen.  Therefore,  we 
would  still  expect  housing  starts  to  be  rising  over  the  next  year  or 
two  if  everything  else  would  allow  it  to  happen. 
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And  it  is  the  demand  side  that  triggers  the  price  increases  rel- 
ative to  the  supply  side.  The  fact  of  the  matter  is,  we  have  demand 
on  a  world  scale  today  that's  much  lower  than  it  was  in  the  pre- 
vious periods  and  we  still  have  higher  prices,  which  simply  tells 
you  it's  the  supply  issue  that's  causing  that. 

Chairman  Gonzalez.  Also,  Bruce,  you  mentioned  that  the  Con- 
gressional Research  had  cost 

Mr,  Vento.  Mr.  Chairman,  that  5  percent  was  the  cost  of  lumber 
in  a  home;  wood  fiber  product. 

Chairman  Gonzalez.  In  Mr.  Thompson's  presentation,  I  thought 
he  had  some  very  striking  statistics.  He  said  the  cost  of  lumber  and 
wood  products  account  for  one-third  of  the  material  cost  of  a  new 
home.  The  median  new  home  is  a  2,000  square  foot  home  costing 
$125,000.  Given  the  fact  that  typical  new  homes  contain  15,800 
board  feet  of  lumber  and  6,300  square  feet  of  structural  panel,  it 
is  easy  to  see  how  volatility  and  price  increases  impact  the  market. 

Mr.  Vento.  There's  a  difference  there,  Mr.  Chairman,  in  terms 
of — I  don't  know  when  they're  talking  about  materials  if  they're 
talking  about  carpeting  and  gypsum  board  and 

Chairman  Gonzalez.  No,  he's  talking  about  the  board  feet. 

Mr.  GOETZL.  He's  also  talking  about  the  percentage  of  construc- 
tion cost  as  opposed  to  the  percentage  of  the  price  of  a  new  house 
as  it's  passed  on  to  the  buyer.  But  I  will  note  that  that  5  percent 
is  actually  rather  an  old  figure.  If  you  talk  to  the  homebuilders 
now 

Mr.  Vento.  So  you  basically  understand  that  it  is  a  reference  fig- 
ure, but  in  any  case,  you  think  it  should  be  larger? 

Mr.  GoETZL.  It  is  higher  today.  There's  no  question  about  it. 

Mr.  Vento.  So  lumber  prices  have  gone  up  maybe. 

Mr.  GoETZL.  Yes,  could  be. 

Mr.  Vento.  For  whatever  reason. 

Mr.  GoETZL.  As  I  understand  it,  it's  about  10  percent  now  of  the 
cost  of  the  price  of  a  typical  new  home. 

Chairman  Gonzalez.  Before  I  forget,  I  want  the  record  to  show 
that  Mr.  LaRocco  has  been  indispensible  in  shaping  and,  in  fact, 
bringing  about  this  hearing.  We  depended  upon  him  to  scope  out 
the  hearing,  and  also  the  one  that  we  intend  to  have  as  soon  as 
we  get  back  from  the  Easter  recess. 

I  also  wanted  this  opportunity  to  thank  the  staffs.  You  men- 
tioned Ms.  Garcia.  She  is  the  one  that  formulated  the  topic  sugges- 
tions. And  also  Nancy  Lipson,  who  is  our  staff  director.  Then  the 
minority  staff  has  also  been  most  helpful. 

I  also  wanted  to  ask  about  the  Radiata  pine.  Both  you,  Mr.  Fritz, 
and  Professor  Lippke  mentioned  the  Radiata  pine? 

Mr.  Lippke.  Radiata  pine,  yes. 

Chairman  Gonzalez.  Can  you  tell  me  what  that  is?  You  know, 
during  the  war  there  was  a  lot  of  speculation  and  a  lot  of  defiance 
of  the  wartime  restrictions  on  materials,  and  a  lot  of  guys  got  rich 
in  San  Antonio  bringing  in  this  green  pine  fi'om  Mexico.  Now 
what's  the  difference  here?  What  is  a  Radiata  pine? 

Mr.  Lippke.  Radiata  pine  is  a  species  that's  been  planted  in  large 
amounts  in  countries,  particularly  in  New  Zealand,  Chile,  and 
there's  some  in  Argentina.  It  grows  at  least  three  times  as  fast  as 
our  Western   species  or  Southern   species  in  the  United  States. 
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There's  a  lot  of  biological  reasons  for  that.  But  in  effect,  it's  been 
planted  in  large  amounts  because  of  the  fact  that  it  grows  so  fast 
and,  therefore,  brings  a  greater  rate  of  return  to  the  investor. 

It  does  have  some  disadvantages  in  limb  structure,  that  if  it's  not 
pruned  the  quality  of  the  wood  will  not  be  comparable.  Because  it 
grows  fast,  it  will  not  substitute  in  all  applications.  But  high 
quality  Radiata  pine  today  is  substituting  in  many  high  value 
applications. 

Chairman  Gonzalez.  Thank  you  very  much.  That  really  explains 
it. 

There  was  one  other  thing.  I  believe  it  was  you,  Mr,  Fritz,  that 
said  the  two  elemental  things  were  food  and  fiber;  agriculture  and 
then  housing  production.  Lamentably,  as  of  last  year  and  part  of 
the  year  before,  for  the  first  time  we  have  no  surplus  wheat  grain. 
That  was  immediately  reflected  last  year  in  the  schoolchildren's 
food  and  in  the  other  agencies  such  as  nutrition  centers  for  the  el- 
derly. They  have  had  to  do  away  with  bread  and  some  of  the  bread 
subsidies. 

In  the  school  system  in  San  Antonio,  the  two  principal  school  dis- 
tricts that  are  in  my  district  had  to  ante  up  $180,000  more  in  order 
to  be  able  to  supply  bread  because  the  Agriculture  Department  cut 
out  what  they  called  the  bonus  program  on  account  of  the  fact  that 
the  Department  doesn't  make  it  available  because  for  the  first  time 
we  do  not  have  surplus  in  our  granaries.  That's  disturbing.  And 
that  still  doesn't  give  us  an  idea  of  the  impact  of  the  floods  in  the 
Middle  West. 

Gentlemen,  we're  going  to  have  to  go  and  register  our  vote. 

Mr.  LaRocco.  May  I  make  a  unanimous  consent  request? 

Chairman  GtONZALEZ.  Yes,  certainly.  Mr.  LaRocco. 

Mr.  LaRocco.  Mr.  Chairman,  very  quickly.  I  have  a  unanimous 
consent  request  that  the  National  Association  of  Home  Builders 
and  the  American  Forest  Products  Association  be  able  to  enter  into 
the  record  their  formal  rebuttals  to  the  CRS  studies  that  dealt  with 
the  demand  side  issue. 

Chairman  Gonzalez.  Without  objection,  it's  so  ordered. 

Mr.  LaRocco.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  Gentlemen,  thank  you  very,  very  much.  I 
wish  you  well  and  have  a  safe  return  to  your  homes. 

[Whereupon,  at  1:18  p.m.,  the  hearing  was  adjourned.] 
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Opening  Statement 

Chairman  Henry  B.  Gonzalez 

Subcommittee  on  Housing  and  Commxinlty  Development 

"Lumber  Prices  cuid  Housing  Affordablllty" 


This  hearing  will  address  the  impact  of  the  recent  rise  in  lumber 
prices  on  housing  af fordability  and  its  overall  impact  on  people 
of  low-  and  moderate -income.   According  to  economists  in  the 
housing  industry,  the  price  of  lumber  has  increased  the  price  of 
average  homes  anywhere  from  $3,000  to  $5,000.   Low-  and  moderate 
-income  homebuyers,  therefore,  are  unable  to  take  advantage  of 
the  low  interest  rates  and  the  strides  that  the  Subcommittee  has 
made  in  increasing  housing  af fordability . 

At  this  time,  I  would  like  to  thank  my  colleague,  Congressman 
LaRocco  from  the  great  state  of  Idaho,  for  bringing  this  matter 
to  my  attention. 

I  look  forward  to  today's  testimony  and  recognize  Mr.  LaRocco  for 
any  opening  remarks  he  would  like  to  make. 
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Thank  you  Mr.  Chairman.   Today's  hearing  focuses  on  one  of  many  factors  that  can  drive  up 
the  price  of  new  housing,  thus  decreasing  the  availability  of  affordable  homes. 

It  is  important  to  note  that  according  to  the  National  Association  of  Homebuilders,  lumber 
prices  account  for  5%  or  less  of  the  cost  of  a  new  house. 

So  we  should  not  overestimate  the  impact  of  the  temporary  increase  of  lumber  prices  on  rising 
housing  costs. 

While  this  hearing  is  focused  on  the  impact  on  rising  lumber  prices,  much  of  the  background 
material  provided  to  Subcommittee  members    focused  on  why  lumber  prices  have  risen. 

These  materials  focused  on  just  one  reason  for  the  rise  in  lumber  prices:  wilderness  protection. 

I  feel  it  is  important  to  provide  some  alternative  explanations  for  this  price  increase. 

Many  dispassionate  experts,  including  the  Congressional  Research  Service,  find  that  there  are 
a  myriad  of  reasons  behind  the  rapid  increase  in  timber  prices. 

Some  opponents  of  Federal  wilderness  protection  legislation  attempt  to  lay  all  the  blame  on  the 

rise  in  lumber  prices  on  the  logging  restrictions  placed  upon  the  forests  of  the  Pacific 

Northwest. 

However,  this  analysis  is  not  borne  out  by  the  facts:  yes,  Pacific  Northwest  timber  sales  have 

been  reduced. 

But  even  in  the  heyday  of  timber  harvesting.  Federal  and  state  lands  in  the  Pacific  Northwest 
accounted  for  only  37%  of  the  regional  lumber  supply. 

According  to  the  Congressional  Research  Service,  the  lumber  price  increase  can  mainly  be 
attributed  to  the  burgeoning  economic  recovery. 

Lumber  prices  rise  when  housing  starts  increase.    That's  just  a  simple  fact. 

And  similar  price  increases  of  30%  occurred  in  both  1976  and  1983,  when  the  nation  was 
coming  out  of  a  recession. 

Also,  there  has  been  great  speculation  that  the  US  will  restrict  importation  of  Canadian  lumber, 
which  supplies  30%  of  US  lumber  needs. 
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This  has  led  to  great  speculation  in  the  markets  and  a  consequent  rise  in  the  price  of  lumber. 

Lastly,  it  is  important  to  note  that  as  the  economy  cools,  lumber  prices  will  begin  to  fall. 

While  1,000  board  feet  of  lumber  sells  for  $475  today,  May  fumre  prices  are  trading  at  $405. 
And  long  range  future  prices  for  May,  1995  are  trading  at  $310. 

So  in  all,  Mr.  Chairman,  there  are  many  components  that  lead  to  lumber  price  increases,  which 
in  turn  represent  about  5%  of  the  cost  of  a  new  home. 
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Mr.  Chairman,  Members  of  the  Subcomminee: 

My  name  is  Tommy  Thompson,  and  I  am  a  home  builder  from  Owensboro, 
Kentucky.  As  this  year's  president  of  the  170,000  member  firms  of  the  National 
Association  of  Home  Builders  (NAHB),  I  sincerely  appreciate  the  Subcommittee's 
interest  in  focusing  on  the  impact  that  rising  and  fluctuating  lumber  prices  are  having 
on  housing  affordability,  particularly  as  it  impacts  on  low-  and  moderate-income 
families.  Mr.  Chairman,  I  want  to  thank  you  for  calling  this  hearing.  I  would  also  like 
to  recognize  and  personally  thank  Representative  LaRocco  for  his  efforts  on  this  issue, 
and  in  helping  schedule  this  important  hearing. 

Our  statement  today  is  about  housing  affordability  -  the  impact  of  lumber 
prices  on  young  families  seeking  to  purchase  their  first  home.  It  is  also  about  the 
impact  of  lumber  prices  on  rents  that  low-  and  moderate-income  families,  many  with 
single-head  of  households,  face  as  the  result  of  increased  lumber  prices.  Finally,  it  is 
about  the  impact  that  these  increased  lumber  prices  have,  or  will  have,  on  federal 
programs  such  as  assistance  to  the  homeless,  the  elderly,  and  those  who  are  looking 
forward  to  increased  homeownership  opportunities  ~  indeed,  even  the  National 
Homeownership  Trust  will  assist  fewer  families  as  the  result  of  increased  lumber 
prices.     While   I   would   be  pleased  to   respond  to   questions  Members  of  the 
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Subcommittee  may  have  on  the  timber  issue  itself,  our  prepared  statement  does  not 
focus  on  old-growth  forests  versus  new  growth  forests.  Neither  does  our  statement 
focus  on  the  Endangered  Species  Act  or  other  federal  policies  that  contribute  to  the 
drop  in  lumber  supply.  Instead,  Mr.  Chairman,  I  will  limit  my  remarks  to  the 
affordability  issue. 

BACKGROUND 

Housing  is  a  critical  component  to  the  overall  health  of  our  nation's  economy. 
This  industry  has  led  this  nation  out  of  every  recession  since  World  War  II  and  is  a 
leading  component  in  this  recovery.  In  fact,  almost  eighteen  percent  of  the  increase 
in  Gross  Domestic  Product  (GOP)  over  the  last  eight  quarters  is  a  result  of  renewed 
housing  construction. 

Overall,  new  home  construction,  remodeling,  and  repair  of  homes  account  for 
more  than  two-thirds  of  all  lumber  consumed  in  the  United  States  each  year.  The  cost 
of  lumber  and  wood  products  account  for  one-third  of  the  materials  cost  of  a  new 
home  (the  median  new  home  is  a  two  thousand  square  foot  home  costing  $125,000). 
Given  the  fact  that  the  typical  new  home  contains  1 5,800  board  feet  of  lumber  and 
6,300  square  feet  of  structural  panel,  it  is  easy  to  see  how  volatility  and  price 
increases  impact  the  market.  Home  builders  depend  on  a  steady  and  predictable 
supply  of  quality  lumber  at  reasonable  prices.  When  prices  increase  dramatically,  or 
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are  unstable  and  unpredictable,  our  ability  to  provide  affordable  housing  is  hindered. 

The  volatility  of  wood  product  prices  adds  a  unique  dimension  to  the  lumber 
price  crisis  that  may  result  in  even  higher  home  prices.  While  the  current  price  of 
lumber  is  $443  for  1000  board  feet,  at  the  end  of  1993  prices  had  reached  $510, 
setting  an  all-time  high.  Further  increases  are  expected,  and  by  late  spring  prices 
over  the  previous  record  are  well  within  the  realm  of  the  possible.  As  does  any 
commodity  price  fluctuation,  this  creates  a  speculative  market  condition.  Builders 
being  the  middle  men,  must  anticipate  their  lumber  costs,  and  quote  prices  for 
delivery  without  any  price  protection.  This  forces  builders  to  price  contracts  at  the 
highest  recent  lumber  price  in  order  to  protect  themselves  from  possible  price 
fluctuations.  Then,  even  if  we  can  give  the  buyer  the  benefit  of  lower  lumber  prices 
at  the  time  of  delivery,  the  buyer  must  plan  for  finances,  like  qualifying  for  a  mortgage 
and  setting  aside  sufficient  down  payment,  on  the  basis  of  the  higher  contract  price. 

Mr.  Chairman  today's  price  is  78%  higher  than  it  was  in  October  of  1992,  the 
point  at  which  the  market  truly  began  to  feel  the  impact  of  supply  shortages,  and 
prices  began  to  increase  substantially.  It  is  45%  higher  than  it  was  on  July  2,  1993, 
the  day  President  Clinton  released  his  Forest  Plan.  Most  importantly,  the  increase  in 
lumber  prices  since  October  of  1992  has  caused  the  price  of  an  average  home  to 
increase  by  between  $4000  and  $5000.  This  increase  has  been  felt  in  every  state 
of  the  Union,  and  while  it  is  obviously  higher  in  larger  homes,  it  is  in  the  smaller  home 
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market--the  first  time  homebuyer  marl<et--where  the  housing  consumer  is  more  likely 
to  be  hurt.  Indeed  the  impact  of  this  phenomenon  goes  even  farther,  as  increased 
costs  will  affect  rental  housing  prices  as  well. 

IMPACT  ON  HOME  BUYERS 

An  increase  of  $4000  to  $5000  in  the  purchase  price  of  an  average  home 
forces  80,000  to  100,000  people  out  of  the  housing  market.  Those  effected  are  not 
the  move-up,  middle-  and  upper-income  home  buyers.  They  are  people  who  have  built 
their  savings  to  the  point  that  they  can  afford  a  starter  home  in  middle  America.  To 
these  consumers,  even  the  slightest  price  increase  can  mean  the  difference  in  realizing 
the  dream  of  home  ownership. 

While  the  price  increase  in  and  of  itself  means  a  larger  down  payment 
requirement,  and  in  some  instances  the  resultant  inability  to  qualify  for  financing,  this 
crisis  has  created  a  novel  situation.  In  many  cases  appraisers  will  not  take  increased 
lumber  costs  into  account.  This  forces  mortgage  lenders  to  insist  that  the  entire  cost 
of  the  price  increase  be  included  in  the  down  payment. 

In  essence  then,  the  lumber  price  crisis  has  exaggerated  both  the  down 
payment  and  financing  qualification  concerns  that  have  long  been  the  bane  of  first 
time  home  buyers.  Furthermore,  many  families  have  price  thresholds  that  they  do  not 
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wish  to  exceed.  Home  buyers  often  do  not  approach  the  monthly  debt  burdens 
allowed  by  mortgage  lenders  because  they  want  more  disposable  income  for  savings, 
for  greater  protection  against  unforseen  changes  in  income,  or  for  other  purchases. 
Households  often  choose  not  to  deplete  their  cash  reserves.  Therefore,  even  if  they 
pass  a  mortgage  lender's  requirements,  the  higher  cost  may  exceed  their  personal 
limits  thus  removing  them  from  the  market. 

It  is  important  to  note  that  the  impact  of  the  lumber  price  crisis  is  felt  not  just 
in  the  new  home  segment,  but  throughout  the  entire  housing  market.  Indeed,  a  price 
increase  for  newly  built  homes  influences  some  home  buyers  to  purchase  existing 
homes  rather  than  new  ones. 

The  increased  demand  puts  upward  pressure  on  the  prices  of  existing  housing. 
This  results  in  higher  prices  for  all  homes  and  a  consequent  loss  of  sales.  We 
estimate,  based  on  the  historical  split  of  home  sales,  that  of  the  anticipated  100,000 
decline  in  sales,  75,000  will  come  from  existing  homes  and  25,000  from  new  homes. 

IMPACT  ON  RENTERS 

Lumber  and  wood  products  constitute  about  8  percent  of  the  cost  of  producing 
a  multifamily  unit.  Lumber  is  a  slightly  smaller  component  than  in  single  family  homes 
because  multi-family  units  are  smaller  and  have  less  exterior  wall  space.   The  same 
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increases  in  the  cost  of  lumber  which  would  add  $4000-$5000  to  the  cost  of  a  single 
family  home  would  add  $1,600  to  the  cost  of  a  multi-family  unit.  These  increased 
production  costs  will  naturally  be  offset  by  higher  rent  charges.  We  estimate  that  the 
$1600  in  additional  construction  costs  will  ultimately  increase  monthly  rents  by  $16 
on  the  average  apartment. 

This  estimated  $16  per  month  increase  will  extend  to  all  rental  units,  not  just 
to  new  construction,  as  the  cost  of  replacement  and  expansion  of  the  rental  stock 
drives  up  the  value  of  the  existing  stock.  A  $16  increase  in  monthly  rent  means 
about  1  million  more  renters  would  be  forced  to  pay  more  than  the  desirable  30 
percent  of  their  income  for  housing.  Many  renters  are  already  stretching  their  limited 
budgets  and  even  relatively  small  increases  can  have  significant  Impacts  on  those  with 
limited  incomes. 

IMPACT  ON  GOVERNMENT  ASSISTED  HOUSING 

A  corollary  of  the  lumber  price  crisis  is  its  impact  on  government  assisted 
housing.  The  increased  cost  of  producing  rental  housing  will  affect  the  number  of 
units  that  can  be  subsidized  through  the  Low  Income  Housing  Tax  Credit  (LIHTC). 
Under  the  present  per  capita  allocation  system,  NAHB  estimates  that  the  LIHTC  is 
sufficient  to  produce  about  50,000  new  rental  units  and  about  the  same  number  of 
rehabilitated  units.  As  the  cost  of  the  unit  increases,  the  number  of  units  that  can  be 
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assisted  with  a  fixed  amount  of  credit  declines. 

NAHB  estimates  that  lumber  price  hikes  experienced  between  October  1992 
and  now  increase  the  cost  of  a  LIHTC  unit  by  $1 ,600.  This  cost  increase  means  that 
the  program  would  support  about  4,000  fewer  units. 

The  National  Home  Ownership  Trust,  which  has  a  proposed  FY  1995 
appropriations  of  $560  million,  could  suffer  even  greater  declines  in  activity  than  the 
Low  Income  Housing  Tax  Credit  as  home  prices  increase  and  more  dollars  are  needed 
for  every  home  buyer  assisted.  Under  the  Chairman's  current  funding  proposal,  the 
Trust  could  assist  140,000  first  time  home  buyers  with  $4,000  in  down-  payment 
assistance.  The  lumber  cost  increases  would  completely  eliminate  the  impact  of  the 
$4,000  assistance  if  the  entire  price  impact  were  required  in  the  down  payment.  If 
the  home  price  increase  could  be  entirely  financed,  then  the  home  buyer's  mortgage 
amount  would  increase  by  $4,000,  and  the  home  buyer  would  have  to  pay  $28  per 
month  more  to  support  the  increased  mortgage  amount.  If  an  additional  Trust  grant 
were  used  to  buy-down  the  interest  rate  to  keep  the  mortgage  payment  the  same  as 
before  the  price  increase,  the  cost  of  the  buy  down  would  add  $2,500  or  more  to  the 
cost  of  the  grant.  An  increase  of  $2,500  in  subsidy  costs  per  home  buyer  would 
reduce  the  maximum  number  of  Trust-assisted  home  purchases  from  140,000  to 
86.000. 
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ALTERNATIVES  TO  LUMBER 

In  the  long  term,  NAHB  believes  that  the  continued  rise  in  prices  will  lead  to 
greater  use  of  alternative  materials.  Indeed,  NAHB,  through  its  research  center,  is 
exploring  alternative  materials  with  a  specific  focus  on  the  use  of  steel  for  framing. 
In  fact,  in  our  research  park  just  outside  of  Washington  we  have  constructed  a  home 
made  entirely  with  steel  studs.  I  would  like  to  take  this  opportunity  to  invite  you  and 
any  of  your  colleagues  to  visit  this  project. 

However,  in  the  short  term,  alternative  materials  are  not  a  viable  option.  The 
capacity  for  a  rapid  transition  to  steel  and  ether  materials  does  not  exist.  At  this  time, 
alternative  materials  are  simply  not  cost  effective. 

CONCLUSION 

It  is  clear,  Mr.  Chairman,  that  the  reverberations  of  this  lumber  price  crisis  are 
being  felt  throughout  the  housing  industry.  Indeed,  our  statement  today  is  about  rts 
impact  on  young  families  and  the  elderly,  on  those  with  low  incomes  and  those  with 
moderate  incomes.  It  is  also  about  the  ever-increasing  regulatory  barriers  that 
continue  to  frustrate  both  the  providers  of  affordable  housing,  and  families  seeking  to 
gain  access  to  it. 
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Thank  you  for  the  opportunity  to  appear  before  the  Subcommittee  today  on  this 
important  issue,  and  I  am  pleased  to  respond  to  any  questions  you  might  have. 
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Fran  Chairman  Gonzalez 
Question   for  Tommy  Thompson 
National  Association  of  Homebuilders 

Whv  is  the  industry  concerned  about  lumber  prices  when  interest 
rates  are  so  low  and  housing  starts  are  projected  to  be  up 
substantially  this  year? 
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RESPONSE    FROM  MR.    THOMPSON   TO   CHAIRMAN  GONZALEZ'    QUESTION 


Question  of  Tommy  Thompson 

3-23-94 

Chairman  Gonzalez  Question 


Mr.  Chairman,  because  of  price  volatility,  NAHB  is  always  concerned  with  lumber 
prices.   In  the  current  recovery,  some  have  suggested  that  the  lumber  price  increase  is  due  to 
the  rebound  in  housing.    However,  housing  starts  increased  by  only  7  percent  overall  in  1993, 
while  lumber  prices  increased  by  67  percent  from  July  through  the  end  of  the  year.    Further, 
lumber  consumption  over  the  last  four  years,  with  the  exception  of  the  recession  of  1991,  has 
remained  constant,  while  the  lumber  supply  has  dropped  dramatically.  Consequently,  while 
demand  is  a  factor,  it  is  the  lack  of  supply  that  is  an  even  more  important  factor. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  David  Lereah,  Chief  Economist 
and  Staff  Vice  President  of  the  Mortgage  Bankers  Association  of  America  (MBA).* 
Accompanying  me  today  are  Sharon  Canavan,  MBA's  Deputy  Legislative  Counsel,  and 
Burton  C.  Wood,  MBA's  Senior  Staff  Vice  President 

MBA  appreciates  the  opportunity  to  appear  before  you  to  testify  with  respect  to  the  effect 
of  lumber  prices  on  housing  affordability.  I  am  here  not  as  an  expert  on  the  lumber 
markets  nor  homebuilding,  but  as  a  spokesperson  for  an  industry  that  is  committed  to 
extending  the  opportunities  for  homeownership  as  widely  as  possible.  MBA  is  committed 
to  developing  and  maintaining  mortgage  credit  programs  that  will  enhance  housing 
affordability  for  people  at  all  points  of  the  housing  spectrum.  In  this  vein,  MBA  would  like 
to  express  its  views  on  the  effects  of  recent  erratic,  upward  movements  in  lumber  prices  on 
housing  market  activity  and  housing  affordability. 


Recent  Lumber  Market  Conditions 

According  to  most  industry  observers,  current  and  impending  supply  restrictions  are  the 
primary  factors  impacting  lumber  price  movements.  After  averaging  about  $200  per  1,000 
board  feet  during  the  1980s,  the  price  of  framing  lumber,  as  measiu-ed  by  the  Random 
Lengths  composite,  has  exhibited  erratic,  upward  movements.  For  example,  limiber  prices 
peaked  at  $506  on  March  19,  1993;  tumbled  after  the  Timber  Summit  in  April  1993;  and 
then  surged  again  after  President  Clinton  announced  his  Forest  plan. 

Although  the  price  of  lumber,  like  any  cormnodity,  is  determined  by  supply  and  demand, 
supply  conditions  appear  to  be  dominating  price  movements  in  today's  markets.  There  have 
been  no  meaningful  changes  (i.e.,  increases)  in  demand  in  recent  years  to  substantiate 
recent  sharp  price  movements.  Although  construction  demand  has  been  strengthening  since 
the  recession,  limiber  consumption,  according  to  the  American  Forest  and  Paper 
Association,  still  has  not  approached  1987  levels. 


'MBA  is  the  national  association  representing  exclusively  the  real  estate  finance  industry. 
Headquartered  in  Washington,  D.C.,  the  association  works  to  ensure  the  continued  strength 
of  the  Nation's  residential  and  commercial  real  estate  markets;  to  expand  homeownership 
prospects  through  increased  affordability;  and  to  extend  access  to  affordable  housing  to  all 
Americans.  MBA  promotes  fair  and  ethical  lending  practices  and  fosters  excellence  and 
technical  know-how  among  real  estate  finance  professionals  through  a  wide  range  of 
educational  programs  and  technical  publications.  Its  membership  of  over  2,800  companies 
includes  all  elements  of  real  estate  finance:  mortgage  companies,  mortgage  brokers, 
conmiercial  banks,  thrifts,  life  insurance  companies  and  others  in  the  mortgage  lending  field. 
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On  the  supply  side,  lumber  production  is  generated  from  three  areas-private  timber  land, 
lumber  imports,  and  timber  harvests  from  government  land.  Both  private  timber  lands  and 
imports  exhibit  nimibers  that  would  suggest  slight  downward  pressure  on  prices.  Private 
harvests  have  increased  slightly  during  the  past  several  years  and  imports  (primarily  from 
Canada)  have  increased  since  1990.  On  the  other  hand,  the  supply  of  timber  from  Federal 
and  state  government  lands  has  declined  substantially  during  the  past  several  years,  exerting 
upward  pressure  on  lumber  prices.  The  harvest  declines  were  primarily  concentrated  in  the 
Northwest  region  of  the  United  States  where  activities  were  restrirted  in  an  effort  to  protect 
the  northern  spotted  owl.  According  to  the  U.S.  Forest  Service  and  the  Nationjd 
Association  of  Home  Builders  (NAHB),  mills  are  not  operating  at  capacity  and  inventory 
levels  of  imcut  timber  are  low.  To  make  matters  worse,  because  of  court  injunctions  and 
other  environmental  constraints  much  of  the  timber  stiU  under  contract  cannot  be  harvested. 

The  upward,  but  erratic,  price  movements  in  limiber  reflect  not  only  the  cutback  in  timber 
supply  from  federal  and  state  lands,  but  from  speculation  about  future  supply  due  to  the 
uncertainty  surrounding  federal  court  actions  and  other  government  poUcy  changes.  A 
prime  example  was  when  lumber  prices  climbed  on  President  Clinton's  announcement  of 
his  upcoming  Forest  Conference  summit  in  March  1993,  and  then  prices  fell  sharply  after 
the  Conference  convened.  Concern  about  future  policy  decisions  have  become  disruptive 
to  the  markets,  generating  speculative  bubbles  in  pricing  that  are  inconsistent  with  the 
underlying  forces  of  supply  and  demand  for  lumber.  Eventually  speculative  bubbles  burst, 
sending  prices  faUing,  only  to  come  back  up  agaiiL 

Impact  on  Housing  Activity 

The  dramatic  rise  in  lumber  prices  during  this  past  year  has  been  disruptive  for  home 
builders.  On  a  year-over-year  basis,  the  price  of  lumber  for  both  frame  and  structural 
panels  rose  by  54  percent  and  8  percent,  respectively.  Frame  prices  surged  to  $492  per 
1,000  board  feet  by  year-end  1993  from  a  $320  price  at  year-end  1992,  while  structural 
panel  prices  rose  to  $374  in  1993  from  a  $345  price  at  the  end  of  1992.  The  annual  price 
increases  for  1993  translate  into  about   $3,200  additional  cost  for  an  average  new  house. 

In  a  competitive  housing  market,  rising  prices  of  new  homes  will  eventually  exert  upward 
pressure  on  prices  for  existing  homes.  That  is,  as  new  home  prices  rise,  the  relative  values 
of  existing  homes  will  increase,  creating  additional  demand  for  existing  homes  which,  in 
turn,  raises  existing  home  prices  imtil  the  relative  values  of  both  existing  and  new  homes 
are  back  in  balance.  Also  the  price  of  existing  homes  must  be  eventually  affected  by  the 
cost  of  replacing  those  homes  with  new  ones.  However,  because  existing  homes  are  not 
perfect  substitutes  for  new  homes  in  all  cases,  increases  in  existing  home  prices  should  be 
somewhat  less  than  increases  in  new  homes. 

Did  higher  home  prices  due  to  higher  lumber  prices,  noticeably  impact  housing  market 
activity  and  the  economy  in  1993?  During  the  year,  falling  interest  rates  probably  more 
than  offset  the  inhibitive  impact  of  higher  lumber  prices  on  the  housing  sector.  With  30- 
year  mortgage  rates  falling  to  the  lowest  levels  in  over  two  decades,  total  housing  starts 
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grew  by  12  percent  in  1993,  while  existing  and  new  home  sales  grew  by  7.9  percent  and 
10.7  percent,  respectively. 

Going  forward,  a  different  story  may  imfold  during  1994.  Housing  market  activity  is 
currently  strong.  The  MBA  forecast  calls  for  10  percent  growth  in  total  housing  starts  for 
the  year,  while  existing  and  new  home  sales  are  projected  to  register  7  percent  and  8 
j>ercent  growth  rates,  respectively.  The  projected  pickup  in  residential  construction  activity 
could  boost  the  demand  for  building  materials  including  lumber  during  the  year.  Further, 
mortgage  interest  rates  are  climbing.  According  to  MBA's  Weekly  Application  Survey, 
thirty-year  mortgage  rates  have  risen  by  about  three  quarters  of  a  percentage  point  (0.75 
percent)  since  the  beginning  of  the  year  and  are  currently  hovering  around  7.8  percent 

A  projected  boost  in  housing  activity  combined  with  rising  mortgage  rates  is  not  a  favorable 
backdrop  for  housing  costs.  In  this  environment,  the  effect  of  higher  lumber  prices  on 
housing  activity  will  no  longer  be  shielded  by  the  benefits  of  falling  interest  rates.  Further, 
as  the  U.S.  economy  continues  to  post  3  to  3.5  percent  GDP  growth  nimibers  and  the 
unemployment  rate  dips  below  6  percent,  inflationary  pressures  may  build,  particularly 
towards  the  end  of  the  year.  In  short,  the  impact  of  rising  limiber  prices  on  housing  activity 
and  the  economy  may  end  up  being  more  harmful  in  1994  than  in  1993.  Higher  lumber 
prices  would  only  serve  to  fuel  the  inflationary  pressures  that  may  build  in  the  economy 
towards  the  end  of  the  year.  Further,  with  rising  mortgage  rates  already  increasing  the  cost 
of  housing  for  potential  home  buyers,  rising  lumber  prices  are  an  unwelcome  development. 

Impact  on  Aflbrdability 

To  reiterate  an  earlier  point,  MBA  is  committed  to  seeking  innovative  solutions  to  ensure 
adequate  supplies  of  affordable  mortgage  credit  to  homebuyers  and  the  communities  in 
which  we  live.  It  has  been  our  experience  that  whenever  there  is  an  additional  cost 
imposed  on  home  building  and/or  the  mortgage  lending  process,  it  is  the  consimier  who 
ultimately  bears  the  cost  burden.  Of  particular  concern  is  the  cost  impact  on  the  first- 
time  homebuyer,  which  is  disproportionately  larger  than  on  others. 

The  attached  table  presents  the  effect  of  lumber  price  changes  on  1993  affordability 
conditions.  Using  the  National  Association  of  Realtors  First-Time  Buyer  Affordability 
Index,  we  can  clearly  see  the  impact  of  a  $3,200  new  home  price  increase  on  affordability 
conditions  during  the  year.  By  lowering  the  starter  home  price  of  $90,800  by  $1,838  (this 
cost  reflects  both  new  and  existing  homes)  we  are  able  to  estimate  what  affordability 
conditions  would  have  been  in  the  absence  of  lumber  price  increases.  Unfortunately,  the 
negative  impact  on  the  first-time  homebuyer  is  significant.  The  Affordability  Index  would 
have  been  almost  two  percentage  points  higher  (90.5  versus  88.6)  if  lumber  prices  had  not 
risen.  Rising  lumber  costs  also  forced  first-time  homebuyers  to  pay  an  additional  $184 
towards  a  downpayment  for  a  starter  home,  as  well  as  spend  an  additional  $132  per  year 
on  mortgage  costs.  Qualifying  incomes  for  mortgages  rose  by  $546,  pricing  an  estimated 
37,000  to  55,000  potential  first-time  homebuyers  out  of  the  market. 

One  final  point  regarding  the  effects  of  lumber  prices  on  first-time  homebuyers  and  the 
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mortgage  lending  process.  Rising  and  volatile  lumber  prices  may  have  an  adverse  impact 
on  the  appraisal  process.  In  markets  where  homes  are  subjert  to  erratic  and  upward  surges 
in  material  costs,  home  market  values  reflecting  higher  builder  costs,  may  differ  from 
appraised  values,  generating  different  loan  balance  requirements  for  similar  properties.  If 
this  situation  arises,  potential  buyers  may  need  to  qualify  for  a  larger  loan  balance  than  the 
appraised  value  dictates,  creating  yet  another  obstacle  to  homeownership. 

Oatlook 

The  outlook  for  lumber  prices  and  housing  activity  differs  depending  on  the  near-term 
versus  longer-term  perspectives. 

In  the  near-term,  it  is  apparent  that  the  prospects  for  a  significant  increase  in  output  of 
Federal  timber  in  the  Northwest  region  of  the  U.S.  are  poor.  Given  that  current  inventory 
levels  of  uncut  lumber  are  relatively  low  and  the  prospects  for  residential  construction 
activity  remain  optimistic,  price  pressures  are  not  expected  to  soften  anytime  soon.  Further, 
duty  on  Canadian  lumber  imports  remains  at  6.5  percent  and  may  increase  in  the  near 
future.  And  finally,  we  are  anticipating  stronger  economic  growth  in  1994  from  the 
sluggish  performance  exhibited  in  both  Europe  and  Japan  last  year.  Any  rise  in  export 
demand  could  exert  additional  upward  pressure  on  prices. 

In  the  longer-term,  rising  and  volatile  lumber  prices  will  obviously  motivate  some  market 
participants  to  explore  alternative  materials  in  an  attempt  to  replace  relatively  expensive 
lumber  materials.  Building  behavior  may  also  change  over  time.  The  building  process  and 
design  plans  could  be  modified  to  accommodate  higher  material  prices.  For  example,  to 
save  on  lumber  costs,  smaller  homes  may  be  built  and/or  features  could  be  cut  back  (e.g., 
wood  floors,  decks,  etc.)  With  regard  to  housing  market  activity,  the  trade-up  market  may 
be  inhibited  somewhat  because  households  may  decide  to  expand  their  homes  rather  than 
move  up  to  a  larger  one. 

In  summary,  it  may  take  years  for  new  wood  substitute  products  to  filter  into  the 
marketplace  in  any  meaningful  manner.  Ultimately,  lumber  will  no  longer  be  in  short 
supply  and  prices  will  stop  rising.  However,  in  the  near-term  as  long  as  government  timber 
harvest  policies  remain  imclear  and  court  injunctions  and  other  environmental  constraints 
exist,  imcertainty  will  remain  in  the  markets,  creating  upward  and  sometimes  volatile 
pressure  on  prices.  In  order  to  maintain  a  high  level  of  housing  affordability,  we  urge 
Congress  and  the  Administration  to  pursue  policies  that  promote  greater  price  stability  in 
the  lumber  markets. 
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Fran  Chairman  Gonzalez 
Question   for  David  Lereah 
Mortgage  Bankers  Association 

While  you  project  that  housing  starts  will  increase  by  10%  in  1994, 
what  types  of  solutions  are  the  mortgage  bankers  anticipating  in 
order  to  enable  low- income  homebuyers,  who  are  being  forced  out  of 
the  market  by  the  increased  price  of  lumber,  to  purchase  these  new 
homes? 
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Hearing  on  Lumber  Prices  and  Housing  Affordabiiity 

Wednesday,  March  23,  1994 

House  of  Representatives, 

Subcommittee  on  Housing  and  Community  Development, 

Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.C. 


Response  to  Chairman's  Gonzalez's  Question 

for 

David  Lereah, 

Chief  Economist, 

Mortgage  Bankers  Association 


Question 

While  you  project  that  housing  starts  will  increase  by  10  percent  (our  projection  is  now  8.3 
percent)  in  1994,  what  types  of  solutions  are  the  mortgage  bankers  anticipating  in  order  to  enable 
low-income  homebuyers,  who  are  being  forced  out  of  the  market  by  the  increased  price  of 
lumber,  to  purchase  these  new  homes? 


Answer 

There  are  several  solutions  worth  noting.  First,  a  favorable  economic  environment  tops  the  list. 
By  pursuing  sensible  monetary  and  fiscal  policies  that  promote  solid  economic  growth,  stable 
prices  and  relatively  low  interest  rates,  low-income  homebuyers  have  the  greatest  opportunities 
for  homeownership.  Solid,  non-inflationary  economic  growth  (i.e.,  2.5  to  3.0  percent)  generates 
job  gains  and  personal  income  increases  to  low-income  individuals,  bolstering  their  abilities  to 
save  for  a  downpayment  as  well  as  satisfy  the  monthly  cash  flow  requirements  of  a  mortgage 
loan. 

Second,  stabilize  the  government's  impact  on  lumber  prices.  It  is  clear  from  our  vantage  point, 
that  the  erratic  and  rising  movements  in  lumber  prices  are  directly  correlated  with  the  uncertainty 
surrounding  government  environmental  policies  in  our  Federal  timberlands.  By  endorsing  a 
consistent,  non-wavering  poUcy  on  Federal  timber  lands,  most  of  the  uncertainty  surrounding 
future  lumber  price  movements  would  be  lifted.  Even  if  Federal  supply  were  still  restricted,  the 
removal  of  the  uncertainty  would  bring  lumber  prices  down  somewhat. 
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Third,  revitalizing  the  FHA  program  would  help  first-lime  homebuyers  enormously.  The  FHA's 
role  in  serving  the  first-lime  homebuyers  has  declined.  The  percentage  of  first-time  homebuyers 
using  the  FHA  program  declined  to  45  percent  in  the  first  quarter  of  1993.  It  had  been  over  80 
percent  as  recently  as  1990.  The  activity  in  FHA's  special  program  designed  for  purchasers  of 
properties  below  $50,000  has  seen  its  volume  drop  30  percent  since  the  changes  were 
implemented  in  July  1991.  We  recommend  that  FHA  should  improve  its  single  family  operations 
in  a  number  of  areas. 

a.  FHA's  premium  charged  to  homebuyers  should  be  lowered  and  be  collected  on  an  annual, 
not  an  up-front  basis.  The  current  FHA  premium  structure,  which  charges  homebuyers 
two  or  three  times  the  premium  charged  low  risk  borrowers  (below  90  percent  LTV)  by 
the  private  mortgage  insurers,  is  simply  uncompetitive  and  limits  FHA  to  those  high  risk 
borrowers  that  can  not  obtain  financing  from  other  sources.  MBA  believes  the  upfront 
premium  increases  risk  in  the  transaction  as  the  loan-to- value  ratio  frequently  exceeds  100 
percent  of  the  property's  value.  Of  course,  reducing  upfront  costs  would  help  low-income 
homebuyers  more  than  other  buyers. 

b.  Section  203  mortgage  limits  should  be  increased.  FHA  data  indicate  that  higher  balance 
loans  have  much  lower  claim  rates  than  low  balance  mortgages. 

c.  The  Section  221  (d)(2)  program  should  be  modernized.  This  program  was  designed  to 
assist  lower  income  families  in  inner-city  areas.  Unfortunately,  the  mortgage  limits  have 
not  been  changed  in  more  than  10  years.  If  the  mortgage  limits  are  increased  to  75 
percent  of  the  Section  203  maximum  limit  for  the  area,  MBA  believes  that  inner-city 
lending  can  be  increased  significantly. 

d.  FHA  should  develop  new  programs  for  targeted  areas.  Homeownership  opportunity  is 
essential  to  revitalize  decimated  urban  areas.  For  low-income  homebuyers  in  targeted 
areas  that  are  currently  underserved,  HUD  should  be  given  the  authority  to  use  pre- 
purchase  counseling  with  underwriting  flexibility  in  an  attempt  to  revitalize  problem  areas. 
Preliminary  assessments  of  counseling  programs  indicate  some  successes  in  helping 
potential  borrowers  become  creditworthy.  This  may  be  an  area  for  public/private 
partnership  if  a  careful  empirical  evaluation  reveals  significant  benefits.  All  of  this  would 
also  be  consistent  with  the  spirit  of  fair  lending  policies. 
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Basic  Identity  of  Habitat  For  Humanity 

Habitat  for  Humanity  lntemational(HFHI)  is  a  nonprofit,  ecumenical  Christian  housing 
ministry.  Habitat  works  in  partnership  with  people  in  need  throughout  the  world  builcSng 
simple,  decent  shelter  that  is  sold  to  them  at  no  profit  through  no-interest  long-term 
affordable  loans. 

Habitat  seeks  to  build  lives  as  well  as  houses.  Through  the  houses  we  build,  hope  is 
restored  and  lives  are  changed  as  the  cycle  of  need  is  broken. 

How  we  build  is  just  as  important  as  what  we  build.  Habitat  houses  are  built  with  a 
contribution  of  hundreds  of  hours  of  "sweat  equity"  labor  on  the  part  of  the  homeowners. 
By  investing  themselves  in  the  building  process,  homeowners  gain  self-reliance,  self- 
esteem  and  new  skills.  Their  down  payments  and  monthly  mortgage  payments  are  used  to 
build  more  houses  through  a  revolving  Fund  for  Humanity. 

Funds,  building  materials  and  labor  are  donated  by  individuals,  churches,  corporations 
and  other  organizations  who  share  our  goal  of  eliminating  substandard  housing  in  the 
world.  Founded  in  1976  by  Millard  and  Linda  Fuller,  Habitat  is  headquartered  in 
Americus,  Georgia. 

The  Movement  is  Building 

In  1992,  HFHI's  1000  USA  Affiliate  organizations  built  1,371  houses  in  the  United 
States  and  Builder  Magazine  rated  Habitat  the  22nd  largest  home  builder  in  the  country 
by  number  of  units  constructed.  We  estimate  that  2,700  homes  were  built  in  the  USA  in 
1993  and  expect  that  Habitat  will  be  rated  in  the  top  10  of  conventional  home  builders. 
In  the  U.S.  Habitat  has  built  or  rehabbed  nearly  9,000  houses  and  over  25,000  have  been 
constructed  around  the  world  since  1976. 

The  Habitat  for  Humanity  network  of  Affiliates  raised  over  100  million  dollars  for  low 
cost  housing  in  1993. 
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The  Effect  of  Fligh  Lumber  Prices 

Hrai  builds  for  families  on  very  low  incomes.  We  build  for  families  with  incomes  in  the 
$7,500-15,000  range  for  a  household  of  four.  Since  Habitat  does  not  charge  interest,  any 
increase  in  house  costs  has  a  damaging  impact  on  affordability  for  the  families  that  we 
are  trying  to  help. 

Only  two  years  ago,  we  were  building  a  three  bedroom  1,000  square  foot  house  for 
$25,000.  Today,  that  house  is  costing  $30,000  and  a  significant  portion  of  that  increase  is 
due  to  increases  in  lumber  prices.  In  the  last  two  years  alone,  our  lumber  prices  have 
increased  41  %,  adding  $1,300  to  the  average  cost  of  a  Habitat  house. 

HFH  charges  little  or  no  labor  in  the  cost  of  its  homes  since  most  of  the  labor  is  provided 
by  volunteers.  This  means  that  there  is  very  little  we  can  do  to  combat  the  increasing 
costs.  We  can't  build  more  efficiently-  we  already  have  minimal  labor  costs. 

We  estimate  that  we  will  have  to  raise  an  extra  $3,000,000-$4 ,000,000  in  1994  in  order  to 
keep  up  with  lumber  price  increases.  We  hope  that  we  can  meet  the  challenge  cmd  raise 
the  additional  funds  needed.  However,  as  anyone  who  has  raised  charitable  funds 
recognizes,  it  is  always  difficult  to  achieve  significant  increases  in  fundraising  in  a  short 
peri^  of  time,  as  will  be  required  in  this  case.  It  will  be  a  tragedy  if  over  100  fewer 
houses  are  built  for  needy  families  due  to  the  increase  in  lumber  costs. 

In  our  home  county  of  Sumter  in  Georgia,  one  of  our  summer  projects  is  to  blitz-build  30 
houses  in  5  days  in  June.  We  purchased  the  lumber  for  this  project  in  February,  because 
the  predictions  are  that  lumber  prices  are  going  to  go  even  higher  than  the  current 
astronomical  levels.  We  are  currently  warehousing  these  materials  and  will  have  to  move 
these  materials  an  extra  time  in  order  to  assure  ourselves  of  an  adequate  supply  at  a 
predictable  price. 

HFHI,  like  many  builders,  is  considering  alternative  methods  such  as  steel.  This  presents 
unique  problems  for  a  volunteer  organization  that  relies  heavily  on  unskilled  labor.  Steel 
framing  is  more  dangerous  than  conventional  wood  ft-aming  and  it  requires  tools  that  the 
average  citizen/volunteer  normally  doesn't  have.  While  we  cannot  speak  for  other 
charitable  organizations,  we  believe  that  the  spirit  of  volunteerism  has  been  remarkably 
strong  the  past  few  years  and  remains  on  an  upswing.  However,  factors  such  as 
prohibitive  lumber  prices,  forcing  organizations  Uke  Habitat  to  resort  to  alternative 
building  materials  and  methods,  could  well  be  a  factor  in  dampening  the  volunteer  spirit 
that  helps  drive  our  nation.  This  could  also  come  at  a  point  where  Habitat  and  other 
organizations,  churches,  businesses,  and  government  are  at  last  on  the  threshold  of 
resolving  the  problem  of  substandard  housing. 

We  realize  that  there  are  probably  many  complex  reasons  for  the  alarming  increase  in 
lumber  prices.  HFHI  commends  this  Congressional  review  of  the  impact  of  high  lumber 
prices  and  possible  measures  to  stabilize  and  even  lower  construction  lumber  prices. 
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Supply  Constraints  Causing  Global  Restructuring: 
The  Impact  on  Lumber  Prices 


I  am  Bruce  Lippke,  professor  and  director  of  the  Center  for  international  Trade  in  Forest  Products  in 
the  College  of  Forest  Resources  at  the  University  of  Washington  in  Seattle,  Washington.  We  are 
essentially  the  only  research  center  focusing  on  global  competitiveness  in  wood  product  markets.  In 
my  earlier  capacities  as  President  of  Wharton  Econometrics  and  also  as  manager  of  Marketing  and 
Economic  Research  for  Weyerhaeuser,  my  expertise  was  in  economic  and  industry  forecasting, 
especially  for  housing  markets  as  they  provide  the  primary  demand  for  wood  products. 

Prices  have  reached  prior  peaks  with  demand  still  low.   This  is  not  the  Hrst  time  wood 
product  prices  have  been  high,  but  it  is  the  first  time  they  have  reached  prior  peaks  even  though  US 
housing  is  still  at  least  30%  below  the  two  million-starts  level  reached  in  the  78-79  business  cycle 
peak.  And,  global  markets  are  still  essentially  at  recession  levels  today,  compared  to  1979.  when 
most  countries  were  contributing  to  very  high  levels  of  demand.  Lumber  markets  are  one  of  the 
most  competitive  markets  m  the  world,  with  prices  continually  being  set  by  changes  in  demand  and 
supply.  Even  though  we  know  that  the  demand  for  wood  has  been  recovering  slowly  and  US 
housing  is  just  approaching  its  long-term  average,  with  the  world  demand  for  wood  still  very  low, 
we  can  see  in  figure  1  that  lumber  prices  have  already  reached  the  level  of  prior  cyclical  peaks  even 
adjusted  for  inflation. 

Figure  1: 


LUMBER  PRICES  APPROACH  EARLIER  PEAKS 
EVEN  T>K>UaH  HOUSma  IS  30%  LOWER 
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There  is  no  mystery  as  to  the  cause  of  this  price  increase.  Demand  is  not  nearly  as  high  as  it  was  in 
prior  business  cycle  peaks.  Supply  has  been  reduced. 

Northern  spotted  owl  conservation  has  reduced  supply  by  withdrawal  of  over  10 
million  acres  in  the  Pacific  Northwest  (PNW).   Not  long  after  the  owl  was  listed,  in  a 
study  for  the  Governors  of  Washington  and  Oregon,  we  estimated  the  harvest  decline  from 
proposed  implementation  plans  to  save  the  spotted  owl  would  reduce  the  harvest  in  Washington, 
Oregon,  and  Northern  California  by  25%  (B.  Lippke.  et  al,  1990).  The  Option  9  plan  to  save  the 
owl  will  soon  exceed  those  earlier  estimates  (FEMAT,  1994). 
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Stumpage  prices  rose  as  soon  as  the  USPS  timber  sales  declined,  as  shown  in  figure  2.  A 
statistical  analysis  of  Washington  State  Department  of  Natural  Resource  Sales  data  through  1991 
showed  a  $2(X)-240/mbfs  increase  in  stumpage  as  a  direct  response  to  the  USPS  sales  declines  (H. 
Lippke,  1993).  And.  stumpage  prices  are  much  higher  today  than  they  were  at  the  time  of  that 
study. 

Figure  2: 


Now  that  prices  are  up,  we  are  beginning  to  see  a  restructuring  in  global  markets.  While  in  the 
short  term  local  markets  may  move  with  local  supply  and  demand  changes,  any  long  lasting  change 
will  result  in  changes  in  global  wood  flows.  Wood  product  markets  are  linked  globally  through 
international  trade.  North  America  has  a  wood  surplus  and  exports  its  surplus  to  world  markets. 

The  first  restructuring  impact  has  been  the  decline  in  exports  from  the  PNW.    Log 

exports  in  Washington  and  Oregon  are  off  53%  since  1989,  the  first  year  litigation  began  to  curtail 
timber  sales.  Lumber  exports  are  off  38%.  If  rising  prices  in  the  northwest  had  not  diverted 
expon  logs  to  US  processors,  prices  would  have  been  even  higher  because  more  northwest  mills 
would  have  shut  down.  The  diversion  of  lumber  exports  to  US  markets  has  contributed  to  holding 
US  prices  down.  Canada  was  able  to  backfill  the  international  short  fall  while  global  demand  was 
weak  but  will  not  be  able  to  do  so  when  international  demand  strengthens.  And  we  also  expect 
British  Columbia's  harvest  level  to  decline  as  they  rework  their  forest  plans,  forest  unit  by  forest 
unit  That  is  expected  to  substantially  worsen  the  supply  reduction. 

International  responses  to  the  supply  reduction  are  beginning  to  have  an  impact  on  imports  of 
lumber,  finished  wood  products,  or  logs  from  Sweden,  Norway,  Pinland,  Chile,  New  Zealand,  and 
Russia.  As  a  consequence  of  high  prices,  all  are  increasing  their  sales  to  the  US  even  as  US  exports 
decrease.  The  earlier  trade-flow  pattern  was  to  import  construction  wood  from  Canada  for  US 
housing  and  export  higher-quality  wood  from  the  US  west  coast  to  Asian  markets.  Consumers  were 
provided  the  lowest  cost  wood  by  that  triangular  trade  flow. 

The  full  market  response  to  these  changes  will  take  some  time  to  work  out.    New 

Zealand  logs  used  to  sell  at  a  big  discount  compared  to  US  logs,  but  last  fall,  after  the  US  product 
prices  had  been  up  for  a  few  months,  high  quality  New  Zealand  log  prices  shot  up  above  US  log 
export  prices  (figure  3).  They  have  since  fallen  back  because  of  the  weak  international  markets  but 
should  be  expected  to  rebound  again  as  demand  continues  to  recover.  New  Zealand  has  significant 
new  volumes  of  radiata  pine  logs  ready  to  harvest  over  the  next  decade. 


84 


Figure  3: 


New  Zealand    Log    Prices 
Converging  with  US  Prices 
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The  adjustment  process  will  eventually  require  investments  in  excess  of  $8  billion  to  replace  the 
capacity  lost  in  the  PNW;  this  wiU  not  be  an  overnight  adjustment.  So  the  full  adjustment  will  take 
as  long  as  is  required  for  new  investors  to  step  forward  and  take  the  risk  that  their  investment  is 
competitive. 

Prices  are  not  just  high;  they  are  also  extremely  volatile.   The  prices  of  US  lumber 
futures  this  time  last  year  for  May  delivery  exceeded  $450  per  thousand  board  feet  (mbf),  or  1 10% 
above  earlier  contract  lows  of  $213/mbf.  Then  they  fell  back  to  $3 10  per  mbf,  still  45%  above  the 
earlier  lows  and  a  dramatic  decline.  They  stayed  there  through  the  summer  and  early  fall.  By 
December  they  were  above  $450  again  for  March  delivery.  What  are  these  prices  signaling? 

If  demand  is  strong  enough  to  need  the  high-priced  wood  from  the  constrained  supply  region, 
prices  rise  to  puU  that  wood  into  the  market  If  there  is  a  flurry  of  supply  increases  from  overseas, 
product  prices  fall  back  in  the  confusion  of  determining  what  the  ultimate  price  wUl  be  when  new 
and  higher  cost  suppliers  replace  the  lost  supply  from  the  PNW.  The  marginal  cost  producer  sets 
the  floor  price  in  markets.  If  we  need  the  high-cost  producers,  prices  go  up.  If  we  don't  need  that 
volume,  prices  go  down  to  the  level  of  lower-cost  producers. 

Margins  increase  for  the  stage  of  processing  in  short-supply  motivating 
expansion.  Southern  lumber  production  has  increased  about  10%  over  the  last  several  years  as 
west  coast  production  has  declined  about  25%.  And  Southern  timber  prices  are  rising  with  that 
expansion,  but  the  lumber  cost  base  for  Southern  mills  remains  well  below  western  mills.  Record- 
high  margins  are  accumulating  to  Southern  processors  as  a  signal  to  expand  and  increase 
production  even  more.  The  high  prices  in  the  west  don't  stay  with  the  mills  which  have  excess 
supply;  they  get  bid  back  to  the  timber  owner  where  the  shortage  has  been  created.  In  the  west  it  is 
timber  that  is  in  short  supply,  not  mill  processing  capacity.  There  is  still  a  surplus  of  mill  capacity 
for  the  available  timber  even  after  many  mills  closures  over  several  years.  So  the  prices  are 
established  by  bidding  for  the  scarce  resource  which  in  the  US  West  is  timber  and  the  US  South  is 
lumber  processing  capacity.  As  table  1  shows,  the  marginal  cost  of  high  cost  timber  in  the  West  is 
over  $500,  compared  with  less  than  half  that  10  years  ago. 
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Table  1: 


Product  Prices  vs.  Westside  Wood  Costs 

($/mbf  lumber  tally) 


year 

Domestic 
Product  Price 
Doug  Fir  2x4 

Wood  Cost 
(Sales  Cost) 

Logging  & 
Processing 

1982 

222 

64 

158 

1992 

285 

206 

79 

marginal  cost 

540 

390    at$600mbfs 
stumpage 

150 

Global  production  increases  are  triggered  by  high  prices.    Our  trade  research  center, 
CINTRAFOR,  manages  a  global  trade  model  for  forest  products  that  is  an  outgrowth  of  10  years  of 
research  launched  by  the  International  Institute  of  Applied  Systems  Analysis  in  Austria  (EIASA) 
which  had  the  support  of  researchers  from  all  over  the  world.  By  introducing  the  supply  disruptions 
in  the  PNW,  the  global  trade  model  figures  out  who  is  the  next  best  competitive  supplier  for  the 
markets  that  are  in  short  supply  and  shifts  the  flow  of  products  toward  that  region,  back  filling  the 
supply  that  was  diverted  to  these  markets  from  yet  another  set  of  next-best  competitive  sources. 
Using  simulations  of  baseline  demand  conditions  before  supply  constraints  are  imposed  and  then 
alternatively  incorporating  the  supply  constraints,  the  CINTRAFOR  Global  Trade  Model  fCGTM) 
estimates  who  makes  up  for  the  supply  lost  in  the  PNW  and  British  Columbia  and  how  it  gets  to  the 
markets  (Perez-Garcia,  1993).  Figure  4  shows  where  we  can  expect  replacement  wood  to  be 
harvested.  Russia  is  left  out,  because  no  economic  history  is  available  to  judge  their  response. 

Figure  4: 

ni  ORAl  RESPONSE  TO  TIMBER  PRESERVATION 

%  Increase  in  Regional  Production  to  Offset  33.3  million  m3  Softwood  Dedine 
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US  North  3.3%     ^.^aidBm^l. 
Japan  2.1%    .^|i||ll|^khv     Intenor  Private  8.1% 


-Westside  Private  7.8% 
Europe  20.4%  -  ■-'"—"■ 

Eastern  Canada  3  6% 


Reduced  Demand  37.5% 


The  jobs  we  lose  in  the  P>AV  will  largely  show  up  outside  the  US,  with  new  suppliers  which  are 
higher  cost  than  the  US  supply  that  has  shut  down.  Some  of  those  job  increases  will  be  in  the  US 
South.  Also  note  the  large  reduction  in  wood  demand  that  is  shown  in  the  figure,  which  is  really 
substitution  by  non-wood  products  like  steel,  aluminum,  concrete,  and  brick. 


77-608  0-94-4 
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Supply  shifts  to  high-cost  producers  and  substitutes  also  cause  environmental 
negatives.  There  is  a  growing  body  of  research  showing  that  whatever  environmental  gains  are 
achieved  in  the  constrained  supply  region,  the  PNW  in  this  case,  those  gains  are  likely  to  be  offset 
by  even  more  acres  harvested  in  other  higher-cost  regions  around  the  world,  with  negative  impacts 
on  habitat  perhaps  more  damaging  than  the  habitat  saved  in  the  PNW.  And,  if  non-wood 
substitutes,  which  are  several  times  more  fossil  fuel  intense,  are  used  rather  than  wood  products,  the 
result  is  millions  of  tons  of  increased  carbon  emissions,  another  undesirable  environmental  impact. 

So  we  are  essentially  exporting  our  environmental  problems  to  other  forest  regions  or  other 
product  impacts  rather  than  eliminating  them. 

With  current  prices,  US  consumers  are  paying  more  than  an  additional  $10  billion 
at  annual  rates.  The  direct  wood  cost  in  an  average  home  is  up  almost  $6,000,  but  that  may  not 
be  the  most  difficult  problem  for  builders.  Availability  problems  will  force  many  to  change  their 
plans,  causing  costly  delays,  while  they  find  alternative  types  of  wood  and  even  non-wood 
products  to  meet  their  building  needs.  These  disruptive  impacts  are  frequently  as  much  a  problem 
as  the  cost  of  materials. 

We  have  yet  to  see  the  full  adjustment.  There  are  a  number  of  reasons  to  suggest  that  there 
is  more  to  come  in  lumber  availability  problems  and  prices: 

•  Market  demand  is  still  low  in  the  US  and  will  also  begin  to  recover  internationally. 

•  USPS  harvest  plans  are  still  being  revised  downwards. 

•  Federal  harvest  levels  are  not  yet  down  to  the  plan  levels  as  purchasers  are  still  cutting 
earlier  sales  that  are  in  the  sold  inventory. 

•  Forest  practice  rules  are  beginning  to  force  the  private  sector  to  create  habitat  for  owls  and 
other  species. 

•  Canadians  are  following  in  the  US  footsteps  with  plans  to  take  their  harvest  level  down. 

•  Global  adjustments  are  just  beginning,  but  some  of  the  new  supply  regions  may  also  begin 
to  constrain  supply. 

•  The  non-industrial  private  forest  owner  has  been  liquidating  their  stands  to  avoid  any 
chance  of  an  owl  taking  residence.  Under  current  rules,  private  owners  are  forced  to  set 
aside  large  blocks  of  land  if  an  owl  takes  up  residence.  They  are,  therefore,  liquidating  any 
marketable  wood  to  reduce  the  risk  of  creating  any  owl  habitat  They  cannot  sustain  such  a 
high  harvest  level  as  their  marketable  timber  inventory  is  rapidly  being  depleted. 

As  a  consequence  of  current  policy,  it  appears  that  expectations  should  be  for  prices  to  remain 
volatile  for  a  considerable  period  of  time  and  probably  greatly  exceed  prior  peaks  for  extended 
periods.  Eventually,  there  will  be  some  downward  adjustment  in  prices  after  all  of  the  other  supply 
regions  have  had  a  chance  to  respond  to  the  changing  market  conditions  and  to  expand  their  capacity. 
The  US  will  become  more  dependent  upon  imports  and  have  exported  their  jobs  and  environmental 
problems  to  other  parts  of  the  world. 
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Question  f ran  Chairman  Gonzalez  to 

Professor  Bruce  Lippke 
College  of  Forest  Resources 


What  proportion  of  the  price  of  lumber  is  attributable  to  lumber 
costs? 
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Professor  Bruce   Lippke's   Response   to  Chairman  Gonzalez' 
Question    (3/23/94) 


Subject:  March  Testimony  en  Lumber  Prices  by  Bruce  Lippke 


In  response  to  the  Chairn:ian's  question  on  "what  proponion  of  the  price  of  lumber  is 
attributable  to  lumber  costs?"  I  am  assuming  the  question  is  directed  at  the  wood  cost 
or  timber  cost  share  of  lumber  price  in  contrast  to  the  logging,  hauling  and  processing 
costs. 

The  timber  cost  share  of  lumber  price  varies  by  supply  region  and  business  cycle 
conditions.  It  is  a  lower  share  for  supply  regions  with  higher  transportation  costs, 
logging  costs  and  labor  costs.  In  the  mid  1980's  through  to  earty  1990,  the  timber  cost 
share  of  the  lumber  price  was  low,  roughly  30%  for  the  US  West,  and  somewhat 
higher  for  the  US  South,  roughly  40%.  With  stronger  demand  and  reduced  western 
supply,  timber  prices  in  the  West  were  bid  up  to  much  higher  levels  after  1990,  as  mills 
ran  short  of  wood.  With  rcicent  lumber  prices  over  $400  per  thousand  board  foot,  the 
timber  cost  share  of  the  lumber  price  for  western  production  rose  to  60%  and  higher. 

Since  timber  prices  did  not  rise  neariy  as  much  in  the  South,  their  timber  cost  share  of 
lumber  prices  actually  declined  to  more  like  35%  and  their  mill  profit  margins 
increased  substantially  instead.  These  are  the  economic  signals  for  Southern  mills  to 
expand  their  capacity  to  replace  the  capacity  lost  in  the  US  West  until  Southern  mills 
begin  to  run  short  of  timber  and  bid  the  price  of  timber  up  as  well.  The  Southern  timber 
cost  share  of  the  lumber  price  will  then  rise  much  like  it  has  in  the  US  West.  If  cheaper 
wood  can  be  imported  from  overseas,  that  becomes  the  constraint  to  prevent  further 
price  increases. 

Bruce  Lippke 

Director,  Center  for  International  Trade  in  Fo'est  Products 

College  of  Forest  Resources,  University  of  Washington 

CENTER  FOR  INTERNATIONAL  TRADE  IN  FOREST  PRODUCTS 
COLLEGE  OF   EOREST  RESOURCES,  UNIVERSITY  OF  WASHINGTON,   AR-10    SEATTLE,  WASHINGTON     98195 

(206)    543-8684      FAX:    (206)    543-3254 
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Statement  of  Alberto  Goetzl 

Before  the 

House  Subcommittee  on  Housing  and  Community  Development 

March  23,  1994 


I.  Introduction 

Good  morning.  My  name  is  Alberto  Goetzl.  I  am  President  of  Seneca  Economics  & 
Trade,  a  consulting  practice  that  specializes  in  natural  resources  economics  and 
international  trade.  I  serve  as  an  economics  consultant  to  the  American  Forest  &  Paper 
Association  and  am  representing  that  organization  today.  Over  the  past  fifteen  years  I 
have  conducted  numerous  analyses  of  timber  supply  and  wood  product  markets. 

The  American  Forest  &  Paper  Industry  represents  companies  engaged  in  the  growing 
of  trees  and  the  manufacture  of  wood  and  paper  products.  Many  of  these  companies 
produce  lumber,  structural  and  non-structural  panels,  engineered  wood  components, 
and  other  kinds  of  wood  products  used  in  the  construction  of  new  housing,  and  the 
repair  and  remodeling  of  existing  housing.  You  can  hardly  talk  about  building 
affordable  houses  -  whether  single  family  or  project  housing  -  without  talking  about 
wood  for  framing  walls,  for  roof  trusses,  for  concrete  forming,  for  interior  walls,  for 
siding,  windows,  doors  and  numerous  construction  components.  Better  than  95 
percent  of  all  residential  wall  framing  and  roof  trusses  are  constructed  of  wood  and 
residential  markets  account  for  two-thirds  of  the  softwood  lumber  used  in  the  United 
States.  Housing  is  the  "bread  and  butter"  market  for  the  lumber  and  wood  products 
industry.  The  industry,  therefore,  has  a  direct  interest  in  promoting  affordable  housing. 


Average  lumber  prices  have  more  than  doubled  over  the  past  two  years 
and  prices  have  been  extremely  volatile. 
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During  the  past  couple  of  years,  the  high/low  swings  in  lumber  prices  have  never  been 
wider  and  prices  have  spiked  to  new  highs  every  several  months.  During  the  last  week 
of  December,  1993,  the  Random  Lengths  composite  reached  $510  per  thousand  board 
feet.  It  has  since  fallen  to  $443,  but  prices  are  averaging  more  than  double  vitiat  they 
averaged  as  recently  as  1991. 

The  lumber  market  is  highly  competitive  and  approaches  the  economist's  model  of  a 
market  in  perfect  competition.  On  any  given  day,  literally  thousands  of  sellers  are 
interacting  with  thousands  of  buyers  throughout  the  production  and  distribution 
pipeline.  Any  change  in  demand  or  in  available  supply  could,  and  usually  does,  have 
an  impact  in  the  market  and  is  reflected  in  the  price  of  lumber. 

There  are  many  factors  that  affect  lumber  prices.  Some  are  as  mundane  as  railroad 
route  rescheduling  or  extremes  in  weather.  Changes  in  inventory  in  any  number  of 
points  in  the  production  and  distribution  system  can  cause  a  reaction  by  buyers  or 
sellers  that  affects  price. 

The  market  also  reacts  in  anticipation  of  potential  changes  in  supply  or  demand.  In  this 
way,  the  lumber  market  is  similar  to  the  stock  market.  When  interest  rates  are  likely  to 
fall  or  when  a  favorable  economic  report  is  expected,  stock  prices  will  typically  rise. 
The  stock  market  is  responding  to  vktiat  economic  conditions  are  expected  to  be  like  in 
the  future.  The  same  is  true  of  the  lumber  market.  During  the  past  few  years,  as  one 
development  after  another  has  unfolded  in  the  spotted  owl  affair,  the  market  has 
reflected  increased  uncertainty  through  higher  prices 
[Chart  1]. 

Demand  for  lumber  plays  a  very  important  role  and  those  sectors  of  the  economy  which 
typically  drive  lumber  demand  have  been  strengthening  over  the  past  two  years.  The 
Congressional  Research  Service  has  argued  that  higher  demand  is  the  principal 
reason  lumber  prices  have  been  increasing.  But  increased  demand  alone  does  not 
explain  the  increased  volatility  and  generally  higher  lumber  prices  of  the  past  couple  of 
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years.  There  have  been  periods  in  the  past  when  housing  construction  has  increased 
more  sharply  over  shorter  periods  of  time  and,  while  price  increases  typically  occurred, 
they  were  not  as  steep  or  as  persistent  as  they  have  been  during  this  housing  recovery. 
Neither  construction  activity  nor  lumber  demand  is  currently  that  extraordinary  when 
compared  with  other  years. 

III.       You  cannot  take  20  percent  of  the  supply  of  timber  off  the  market  and  not 
expect  to  see  a  big  impact  on  price. 


What  differentiates  this  period  from  any  other  in  the  past  is  the  supply  side  of  the 
market  equation  and,  specifically,  the  substantial  decline  in  the  availability  of  lumber 
from  the  western  region  of  the  United  States.  This,  in  turn,  is  a  direct  consequence  of 
the  steep  reduction  in  public  sources  of  timber  available  to  the  producing  industry. 

In  the  northwest,  litigation  over  the  management  of  federal  lands  in  the  northern 
spotted  owl  region  has  brought  the  federal  timber  sale  program  to  a  virtual  standstill. 
Other  litigation  and  administrative  challenges  have  severely  impaired  the  federal  timber 
program  in  other  regions.  The  CRS  and  environmental  groups  have  down-played  the 
role  federal  timber  supply  has  on  lumber  supply  and  housing.  The  motivation  to  do  so 
is  to  lend  support  for  reducing  forest  management  and  timber  harvesting.  But  federal 
lands  have  been  a  major  source  of  lumber  for  the  United  States. 

Of  the  489  million  acres  of  timberland  in  the  United  States,  the  federal  government 
controls  directly  97  million  acres,  or  20  percent.  More  importantly,  over  half  of  the 
nation's  standing  softwood  sav^^imber  inventory  is  contained  on  those  lands. 

Throughout  most  of  the  1970s  and  1980s,  the  national  forests  alone  supplied  between 
20  and  25  percent  of  the  softwood  sav^imber  harvest  in  the  United  States.  This  is  the 
harvest  of  large  diameter  trees  that  typically  are  needed  to  manufacture  lumber, 
plywood  and  other  solid  wood  products  used  in  housing  construction.  Last  year,  the 
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contribution  of  the  national  forests  to  the  nation's  sawtimber  supply  was  down  to  15 
percent,  and  it  will  decline  again  this  year  [Chart  2]. 

The  volume  of  timber  sold  from  Forest  Service  and  BLM  timberiands  went  from  12.5 
billion  board  feet  in  1987  to  4.5  billion  board  feet  in  1993  and  is  likely  to  drop  to  less 
than  4  billion  board  feet  in  1994.  That  is  an  8.5  billion  board  feet  reduction  in  the 
timber  available  to  the  nation  on  annual  basis  [Chart  3]. 

This  is  not  a  trivial  volume  of  wood.  It  is  equivalent  to  the  wood  used  to  construct  over 
635,000  new  single  family  homes  each  and  every  year,  or  nearly  half  of  the  homes  that 
will  be  constructed  in  the  United  States  this  year. 

Harvests  will  generally  lag  sales,  but  they  too  have  followed  the  same  downward  trend. 
The  volume  of  timber  under  contract,  which  represents  the  volume  of  timber  sold  but 
not  yet  harvested,  represents,  in  a  practical  way,  the  pipeline  of  federal  timber  available 
to  the  sawmiiling  industry.  The  volume  under  contract  is  rapidly  being  depleted  and  no 
longer  provides  any  kind  of  "supply  reserve"  to  respond  to  demand  changes  [Charts  4 
&5]. 

IV.       The  management  of  federal  forest  land  in  the  Pacific  Northwest  has 

become  entangled  in  a  legal  Quagmire,  the  end  of  v^ich  does  not  appear 
to  be  realistically  anywhere  in  sight. 

Throughout  most  of  the  1980s,  the  federal  government  supplied  5  billion  board  feet 
annually  from  the  national  forests  and  BLM  lands  in  western  Oregon,  western 
Washington  and  northern  California.  For  the  past  three  years,  court  injunctions  have 
halted  all  federal  timber  sales  in  the  region. 

Next  week  will  mark  the  one  year  anniversary  of  the  Forest  Conference  convened  by 
President  Clinton  in  Portland,  Oregon.  The  president's  goal  was  to  take  the 
controversy  out  of  the  courtroom  by  developing  a  balanced  solution  that  recognizes  the 
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economic  importance  of  the  resource  while  also  ensuring  its  ecological  protection.  The 
Forest  Ecological  Management  Assessment  Team  (FEMAT)  developed  a  plan  that 
dramatically  reduces  the  timber  program  in  the  region  to  only  20  percent  of  its  previous 
level,  but  which,  it  surmised,  could  meet  the  requirements  necessary  to  lift  the  court 
injunction  in  effect  since  May,  1991  [Chart  6]. 

On  July  1,  1993,  when  the  FEMAT  proposal  was  outlined  in  a  draft  Supplemental 
Environmental  Impact  Statement,  the  Administration  announced  that  it  would 
expeditiously  implement  the  strategy.  Administration  spokesmen  said  that  the  plan 
would  be  submitted  to  the  court  expeditiously  to  seek  the  lifting  of  the  injunction.  They 
also  said:  that  as  much  as  2.2  billion  board  feet  could  be  sold  duhng  the  first  year  of 
the  plan;  that  the  plan  would  comply  with  all  existing  laws;  and  that  sales  on  the  east 
side  of  the  Cascades  could  be  increased  to  offset  some  of  the  impact  from  the  drop-off 
in  sales  from  the  west  side. 

As  of  today,  the  plan  has  not  been  submitted  to  the  court.  In  fact,  the  Administration 
has  requested  a  second  extension  of  the  court-imposed  deadline  for  submitting  its 
Record  of  Decision.  It  is  also  apparent  that  the  land  management  agencies  did  not  sell, 
nor  can  sell,  2.2  billion  board  feet  of  timber  in  the  affected  region.  With  the  exception 
of  a  few  salvage  sales,  there  have  not  been  any  new  timber  offerings  -  and  there  is  not 
likely  to  be  any  in  1994  or  1995.  The  final  FEMAT  Environmental  Impact  Statement 
states  explicitly  that  it  will  take  as  much  as  three  years  before  its  prescribed  average 
timber  sale  level  -  reduced  to  only  1.1.  billion  board  feet  in  the  final  plan  -  might  be 
reached. 

Nor  have  timber  sales  on  the  east  side  or  in  other  regions  been  augmented  to  help 
offset  some  of  the  impact  from  the  reductions  on  the  west  coast.  In  fact,  timber  sales 
have  been  reduced  in  Eastern  Oregon  and  Washington,  and  throughout  the  National 
Forest  System. 
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In  short,  the  situation  in  the  Pacific  Northwest  is  not  improving  despite  the  publicity 
surrounding  the  preparation  and  announcement  of  the  FEMAT  plan.  And  the 
controversy  remains  inextricably  entv^^ined  in  the  courts. 

On  the  proposition  that  the  FEMAT  plan  will  comply  with  all  existing  environmental  and 
other  federal  law.  the  prospect  is  also  in  doubt.  Remember,  one  of  the  underlying 
goals  was  to  take  this  controversy  out  of  the  courtroom.  Just  this  week,  a  D.C.  District 
Court  judge  ruled  that  FEMAT  violated  the  Federal  Advisory  Commission  Act.  Other 
court  cases  are  pending.  A  number  of  preservationist  groups  stand  waiting  to  file  legal 
challenges  If  the  current  injunction  is  lifted. 

V.        The  adverse  economic  impacts  in  the  affected  region  are  substantial,  but 
this  is  not  only  a  reoional  problem. 

Literally  thousands  of  rural  workers  and  their  families  have  already  been  dislocated  by 
the  sharp  drop-off  in  the  federal  timber  program.  It  is  worth  dwelling  on  these  impacts 
for  a  moment  because  of  their  shear  magnitude.  Since  1990,  a  total  of  160  mills  have 
closed  and  14,675  mill  workers  have  lost  their  jobs.  This  does  not  include  the 
thousands  of  loggers  and  other  workers  dependent  on  the  industry. 

When  the  dust  settles,  the  lumber  and  wood  products  industry  will  lose  34,000 
employees.  An  additional  38,000  persons  indirectly  dependent  on  the  forest  products 
industry  will  also  be  displaced.  Annual  income  losses  in  the  3-state  spotted  owl  region 
will  conservatively  approach  $2  billion.  Federal  payments  to  counties  and  school 
districts  in-lieu-of-taxes  will  decrease  by  $209  million  per  year.  Federal  income  tax 
receipts  will  drop  by  $117  million  per  year  and  unemployment  compensation  payments 
will  cost  $746  million  to  cover  displaced  workers  for  a  twelve-month  period. 

These  impacts  would  occur  if  the  preferred  option  of  FEMAT  is  implemented  on 
schedule.  As  I  noted,  it  will  not  be,  so  the  situation  will  likely  be  worse  than  calculated 
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using  our  models.  Because  of  short  supply,  log  costs  continue  to  escalate,  and  hence 
lumber  prices  will  continue  to  be  a  problem  for  housing. 

Higher  prices  for  lumber  are  passed  on  to  the  home-buyer.  This  particularly  affects 
affordability  at  the  margin,  where  only  a  few  thousand  dollars  can  put  home  ownership 
out  of  the  reach  of  thousands  families.  Others  on  the  panel  will  address  that  concern 
specifically,  but  one  other  consequence  of  higher  lumber  prices  has  recently  surfaced. 
At  least  one  major  national  provider  of  home  owners  insurance  has  raised  premiums 
specifically  because  lumber  prices  have  escalated.  So  not  only  are  there  economic 
impacts  in  the  region,  and  not  only  are  home-buyers  affected,  but  so  too  are  existing 
home  owners  who  are  now  seeing  insurance  premiums  escalate. 

As  lumber  becomes  more  expensive,  or  in  the  worst  case,  shortages  are  experienced, 
builders  can  opt  for  using  other  building  materials.  There  is  an  environmental  cost  to 
be  paid,  however,  as  all  of  the  substitutes  -  be  they  steel,  masonry  or  plastic  - 
consume  far  more  energy  and  non-renewable  resources  in  their  manufacture  than  do 
wood  products. 

VI.       The  reduction  in  federal  timber  suppiv  has  substantially  altered  the 
supply/demand  dynamic  for  lumber  in  the  United  States. 

Housing  starts  are  forecasted  to  number  between  1.35  and  1.4  million  units  this  year. 
All  other  things  being  equal,  the  higher  costs  of  materials  this  year  has  added  between 
$3,000  and  $5,000  to  the  price  of  the  average  single-family  house.  Until  now,  lower 
interest  rates  have  offset  some  of  the  impact.  However,  with  interest  rates  bottoming 
out,  the  impact  of  higher  construction  costs  will  increasingly  have  an  impact  on 
affordability. 

From  a  market  demand  perspective,  all  of  the  indicators  are  favorable.  Housing  starts 
are  increasing,  with  a  high  proportion  of  single-family  units  in  the  mix;  repair  and 
remodeling  expenditures  are  increasing;  and  industrial  production  is  in  recovery. 
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Under  normal  circumstances,  these  indicators  would  suggest  significant  increases  in 
lumber  and  wood  products  consumption.  By  applying  historical  lumber  end-use  factors 
to  the  these  indicators,  U.S.  softwood  lumber  consumption  should  approach  51  to  52 
billion  board  feet  next  year  and  continue  to  increase  thereafter.  However,  that  is  clearly 
not  going  to  be  the  case  in  light  of  timber  supply  constraints  and  a  contraction  in  North 
American  lumber-producing  capacity  [Chart  7]. 

This  year,  U.S.  softwood  lumber  consumption  will  total  between  46  and  47  billion  board 
feet,  essentially  the  same  as  during  1992  and  1993,  despite  increases  in  home  building 
and  other  demand  indicators.  Consumption  is  likely  to  remain  flat  again  in  1995  absent 
a  change  in  policy  affecting  federal  forest  management. 

The  major  softwood  lumber  producing  and  supplying  regions  are  in  the  west,  the  south 
and  Canada  [Chart  8].  The  three  western  regions  have  lost  about  7  billion  board  feet  of 
lumber-producing  capacity.  Neither  higher  output  in  the  South  nor  higher  imports  can 
completely  offset  the  reductions  being  experienced  in  the  western  region.  In  the  South, 
softwood  lumber  production  has  increased.  This  year,  southern  pine  production  will 
total  approximately  15  billion  board  feet,  a  modern-day  record.  However,  in  many  parts 
of  the  South,  harvests  are  currently  exceeding  annual  growth  and  the  region's  ability  to 
increase  output  over  the  short-term  is  limited. 

Softwood  lumber  imports  have  also  been  increasing  in  response  to  higher  prices. 
Imports  increased  14  percent  in  1993  and  accounted  for  33  percent  of  U.S. 
consumption.  This  compares  with  29  percent  in  1992.  Canadian  production  is  also 
being  curtailed  for  environmental  reasons.  In  British  Columbia,  the  major  source  of 
Canadian  imports,  allowable  annual  cuts  (AAC)  are  being  reduced  by  20  percent  or 
more.  Those  reductions  will  begin  to  have  a  major  impact  during  1994  and  1995. 

As  you  examine  the  history  of  lumber  production  and  lumber  prices,  it  is  apparent  that 
up  until  about  1990,  whenever  prices  rose,  producers  increased  production  to  take 
advantage  of  the  market.  Higher  supply  would  then  have  a  tempering  effect  on  price 
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levels.  That  has  not  been  the  case  recently.  Unlike  past  cycles  that  saw  western 
production  increase  when  prices  rose,  western  production  has  been  declining  even  as 
prices  rise  [Chart  9]. 

In  1993,  despite  rising  demand,  western  lumber  production  actually  fell  by  7.5  percent, 
and  will  likely  fall  another  5  to  10  percent  feet  this  year. 


Vll.      The  problem  is  not  confined  solelv  to  public  lands,  although  clearly  that  is 
where  the  timber  supply  situation  is  the  most  acute.  The  supply  of  timber 
from  private  lands  is  also  affected  by  state  regulations  issued  in  response 
to  federal  guidelines  for  preserving  endangered  or  threatened  species 
and  by  federal  wetlands  policy. 

This  committee  should  be  aware  that  timber  supply  from  private  lands  which  accounts 
for  about  half  of  lumber  consumed  in  the  United  States  is  also  being  constrained.   In 
the  northwest,  forest  management  activity  on  a  substantial  number  of  acres  is  restricted 
because  of  the  presence  of  northern  spotted  owls  or  marbled  murrelets.   In  other 
regions,  landowners  must  also  restrict  activity  to  avoid  violation  of  the  Endangered 
Species  Act.  The  irony  is  that  landowners  are  becoming  discouraged  from  managing 
for  long  rotations  which  produces  the  biggest  trees  and  the  best  lumber  because  as  the 
trees  become  older,  they  are  more  likely  to  form  habitats  for  threatened  or  endangered 
species. 

Wetlands  can  also  be  problematic  from  a  forest  management  perspective.  Although 
the  Federal  Clean  Water  Act  exempts  "normal"  forestry  activities  on  wetlands  from 
permitting  requirements,  the  exemption  is  increasingly  being  challenged  in  court  and  by 
reviewed  by  federal  agencies. 


10 


100 


The  reauthorizations  for  both  the  Endangered  Species  Act  and  Clean  Water  Act  are 
currently  being  debated  in  the  Congress  with  considerable  debate  about  the  impact  of 
these  laws  on  private  forests  management. 


VIII.     Conclusion 

This  committee  needs  to  be  aware  of  the  root  causes  for  the  unprecedented  lumber 
price  increases.  They  are,  in  my  view,  primarily  related  to  constraints  on  timber  supply. 
The  United  States  has  plenty  of  trees.  We  grow  more  wood  every  year  than  we  harvest 
and  have  been  doing  so  for  at  least  50  years  despite  a  growing  population  and  millions 
of  homes  constructed.  But  federal  policy  affecting  forest  management  is  seriously 
impairing  the  ability  to  provide  wood  for  the  nation's  housing  needs. 

Some  additional  restrictions  on  timber  harvesting  are  unavoidable  given  the  need  for 
economic  and  environmental  balance.  But  resource  issues  are  being  viewed  as 
regional  problems.  Environmental  groups  want  to  believe  that  we  can  continue  to 
preserve  large  blocks  of  forestland  without  ill  effects.  Decisions  are  being  made  by  the 
Administration  and  by  the  natural  resources  and  appropriations  committees  of 
Congress  without  complete  regard  for  the  broad  impacts  of  policy. 

The  President  is  to  be  commended  for  tackling  the  controversy  in  the  Pacific  Northwest 
and  for  attempting  to  design  a  solution.  But  the  Administration  has  paid  too  little 
attention  to  the  broad  economic  impacts  of  the  current  policy  direction.  And  it  has 
made  a  tactical  error  by  insisting  that  a  solution  can  be  imposed  on  the  region 
administratively.  There  are  simply  too  many  opportunities  for  legally  challenging  any 
decision  or  decision-making  process.  The  only  way  to  get  around  the  gridlock  is  for 
Congress  to  intercede. 
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I  welcome  this  committee's  interest  and  would  be  delighted  to  work  with  you  in  devising 
a  congressional  strategy  that  can  address  the  timber  supply  issues  in  a  way  that  can 
help  millions  of  Americans. 

Thank  you  very  much  for  this  opportunity  to  testify  before  the  Committee. 
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Comments 
CRS  Paper  on  Lumber  Prices 


Basic  Thrust 

The  CRS  analyst  (Ross  Corte)  attempts  to  downplay  the  importance  of  supply  in 
the  recent  escalation  of  lumber  prices.   Without  the  benefit  of  any  numerical  analysis, 
the  report  presumptuously  concludes  that  the  spotted  owl  might  account  for  10  percent 
of  the  recent  price  increase  in  softwood  lumber.    Instead,  the  paper  cites  the  following 
factors  as  key  determinants  of  prices  in  recent  months: 

1 .  Seasonality  of  lumber  prices 

2.  Recovery  following  recession 

3.  Countervailing  duty 

4.  Higher  demand  in  Japan 

Certainly  some  or  all  of  these  factors  affect  lumber  markets  to  some  degree,  but  a 
closer  look  at  each  one  shows  them  to  be  relatively  minor  in  the  current  market 
compared  to  the  reductions  in  timber  supply. 

Seasonality 

Warmer  weather  tends  to  bring  with  it  increased  building  activity,  so  lumber 
prices  tend  to  rise  in  the  spring.   A  look  at  the  history  of  lumber  prices  during  the  past 
decade  or  more,  however,  shows  the  seasonal  fluctuation  rarely  exceeding  more  than  15 
percent,  the  only  notable  exception  being  the  1982/83  recovery  when  lumber  prices 
jumped  as  much  as  45  percent  (before  coming  down)  after  having  sunk  to  ten-year  lows. 
In  contrast,  during  the  current  "seasonal"  cycle,  prices  began  their  upward  rise  in 
October  1992  and  have  increased  by  90  percent. 

Recovery  Following  Recession 

Lumber  prices  increase  during  a  recovery,  as  construction  activity  picks  up  and 
demand  for  lumber  grows.    However,  the  situation  during  this  cycle  differs  from  past 
recessions  in  that  the  current  recovery  is  slow  and  moderate,  so  the  increases  in  housing 
starts  and  the  lumber  demand  have  not  been  extraordinary.  The  10  percent  increase  in 
housing  starts  for  1992  pales  in  comparison  with  the  61  percent  increase  in  1983,  and 
will  be  far  below  the  1.8  million  in  1986.  Total  lumber  consumption  forecast  for  1993 
is  also  below  the  1 987  peak  of  50.5  billion.   Neither  the  total  size  of  the  demand  nor 
the  rate  of  increase  is  overwhelming  in  historical  perspective. 

The  current  cycle  differs  from  the  past  in  one  other  important  respect.    In  past 
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recoveries,  as  demand  for  lumber  rose  and  prices  rose,  lumber  production  in  every 
producing  region  increased.    In  1992/93,  as  lumber  demand  has  been  increasing, 
western  production  has  been  declining.   Since  industry  capacity  in  the  South  and  in 
Canada,  the  other  two  major  producing  regions,  is  less  than  the  combination  of 
increased  demand  and  declining  western  production,  lumber  markets  reflect  the  scarcity. 

Countervailing  Duty 

A  6.51  percent  countervailing  duty  on  softwood  lumber  imports  was  imposed  in 
May  1992.   The  duty  replaced  a  temporary  duty  of  14.48  percent  that,  in  turn, 
substituted  for  an  Canadian  export  tax  of  as  much  as  15  percent.   Since  the  duty  is  lower 
now  than  it  had  been,  it  is  not  a  precipitating  reason  for  higher  lumber  prices  in  recent 
months.   Moreover,  most  credible  analyses  of  similar  duties  conclude  that  no  more  than 
half  of  the  countervailing  duty  actually  passes  through  to  the  market,  the  balance  being 
absorbed  along  the  production  and  distribution  chain.   A  3  to  4  percent  pass-through  is  a 
relatively  minor  factor  in  the  current  lumber  market. 

Higher  Overseas  Demand 

Higher  overseas  demand  for  logs  and  lumber  as  a  contributor  to  recent  increases 
in  lumber  prices  is  not  factually  supportable  at  the  current  time.    U.S.  log  and  lumber 
exports  to  Japan  and,  for  that  matter,  to  other  foreign  markets  have  declined  since  1989. 
In  the  case  of  logs,  exports  were  down  by  12  percent  between  1991  and  1992,  and  by 
33  percent  compared  with  1988.   Softwood  lumber  exports  declined  last  year  by  14 
percent. 

While  export  data  for  January  and  February  1993  are  as  yet  unavailable,  it  is 
unlikely  that  softwood  exports  have  increased  given  sluggish  economies  in  Japan  and 
other  export  markets. 

The  Simple  Facts 

Federal  timber  harvests  accounted  for  over  one-third  of  U.S.  softwood  sawtimber 
production  as  recently  as  1987.   Since  then,  the  federal  share  of  total  U.S.  harvests  has 
declined  dramatically.    From  1987  to  1992,  harvests  of  federal  timber  declined  by  6.1 
billion  board  feet.   To  put  that  volume  in  perspective,  it  is  equivalent  to  the  lumber  used 
to  build  450,000  single-family  houses  each  and  every  year.  Timber  sales,  a  harbinger  of 
future  harvest,  dropped  even  more  dramatically  from  12.5  billion  board  feet  in  1987  to 
4.5  billion  board  feet  in  1992,  a  65  percent  reduction.  The  drop-off  in  federal  timber 
sales,  coupled  with  constraints  on  private  lands  imposed  by  the  Endangered  Species  Act, 
has  produced  an  economic  scarcity  of  timber  and  lumber.    Bad  weather  (not  mentioned 
by  CRS),  seasonality,  the  countervailing  duty,  and  changes  in  demand  are  factors  that 
affect  lumber  markets,  but  the  overwhelming  cause  of  the  current  inflation  in  lumber 
prices  is  the  unavailability  of  large  volumes  of  timber  which  historically  have  served  to 
keep  wood  products  affordable. 
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The  CRS  report  correctly  notes  that  real  lumber  prices  during  the  eighties  were 
lower  than  they  had  been  for  most  of  the  seventies.   That  fact  helped  to  keep  a  lid  on 
inflation  during  the  decade.    For  home  building  and  housing  affordability,  low  lumber 
prices  were  a  big  positive.    In  real  terms,  lumber  prices  are  now  at  approximately  the 
same  level  they  were  in  the  late  seventies,  essentially  erasing  over  a  decade's  worth  of 
low  inflation  for  building  materials.   Moreover,  the  trend  is  worrisome.   Most  of  the  real 
price  appreciation  has  occurred  during  the  past  several  months  during  a  time  when 
demand  has  been  only  average  and  the  height  of  the  building  season  still  ahead.    Federal 
timber  under  contract  to  be  harvested  is  evaporating  while  demand  is  expected  to 
increase.    Unfortunately,  if  the  trend  of  the  past  several  months  continues,  even  the  real 
price  of  lumber  may  hit  new  records. 
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Comments  on  February  18,  1994  CRS  Report  on  Lumber  Prices 


I.         In  this  report  on  lumber  prices.  CRS  Analyst  Ross  Gorte  recognizes  that 
timber  supply  reductions  are  having  a  pronovmced  impact  on  the  lumber 
market. 

While  Gorte  recognizes  the  significant  impact  of  the  spotted  owl  litigation  and  the 
decrease  in  federal  timber  supply  in  other  regions,  he  continues  to  temper  that 
conclusion.   He  stmunarizes  that  "the  Ivmiber  price  rise  is  at  least  partly,  and 
perhaps  substantially,  due  to  rising  demand  for  limiber." 

Despite  his  allegation  otherwise,  no  responsible  analyst  has  argued  that  timber 
harvesting  reductions  is  the  only  factor  that  determines  price  in  the  marketplace. 
Many  factors  on  both  the  demand  and  supply  side  of  the  market  affect  prices.  But 
tightening  timber  supply  is  the  principal  reason  that  lumber  prices  have  gyrated 
and  escalated  at  unprecedented  rates  over  the  past  two  years.  On  a  strictly 
statistical  basis,  lumber  demand  increased  by  only  345  million  board  feet  in  1993 
compared  with  1992  -  0.7  percent.  Average  lumber  prices  jvunped  39  j>ercent. 

A  substantial  volvmie  of  timber  has  been  taken  off  of  the  market  from  the  spotted 
owl  region  and  from  public  lands  in  other  regions.  The  5  billion  board  feet  of 
supply  withdrawn  in  the  spotted  owl  region  alone  easily  represents  the  equivalent 
of  15  percent  of  the  nation's  limiber  supply.  An  additional  10  percent  has  been 
taken  off  the  market  in  other  regions.  While  demand  has  increased,  it  has  not 
increased  as  much  or  as  quickly  as  it  has  during  other  recovery  cycles.  Supply,  on 
the  other  hand,  has  been  choked  off  significantly  with  little  relief  in.  sight.  The 
Administration's  forest  plan  will  not  resxilt  in  any  new  timber  sales  in  the  northern 
spotted  owl  region  in  the  foreseeable  futtire.  Once  implemented,  the  plan  or 
individual  timber  sales  are  likely  to  be  further  litigated. 

n.        The  CRS  report  doesn't  provide  a  complete  accoimting  of  real  price 
changes. 

Gorte  argues  correctly  that  real  lumber  prices  fell  during  the  1980s  firom  their 
peaks  in  the  1977  to  1979  period.  They  fell  in  large  part  because  of  ample 
domestic  supply  and  an  influx  of  limiber  imports  from  Canada.  Supplies  were 
abundant,  particularly  after  the  1980  -  82  recession,  and  prices  were  low.  Gorte 
notes,  correctly,  that  real  lumber  prices  (prices  adjusted  for  inflation)  surged 


In  his  analysis  dated  March  10,  1994,  Gorte  grossly  down-played  the  significance  of  tightening 
timber  supplies  on  the  lumber  market   See  AFPA's  'Comments  on  the  March  10.  1993 
ConCTessional  Research  Service  Memorandum  on  Lumber  Prices.' 
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during  1993.  Real  Ivimber  prices  were  even  higher  than  he  shows.  Gorte  elected 
to  use  the  CPI  for  that  purpose,  an  index  that  measures  changes  in  the  market 
basket  of  goods  that  the  average  consiamer  purchases.   Since  Ivimber  is  not 
generally  in  that  market  basket,  a  more  appropriate  choice  would  be  to  use  either 
the  GDP  Price  Deflator,  which  measures  the  change  in  prices  of  all  goods  and 
services  in  the  economy,  or  the  Producer  Price  Index  for  All  Commodities,  which 
measures  the  changes  in  prices  for  commodity  products  including  lumber.  Using 
either  one  of  the  latter  indices  to  deflate  prices  shows  that  real  limiber  prices  have 
recently  reached  levels  that  are  higher  than  the  peak  period  in  the  late  1970s. 

But  even  that  misses  the  point.  Low  limiber  prices  in  the  1980s  helped  keep 
inflation  in  check.  For  home  building  and  housing  affordability,  low  lumber  prices 
provided  an  added  economic  stimulus.  Over  the  past  two  years,  a  decade  of  low 
inflation  in  lumber  commodities  has  been  vwped  out. 

m.       Exports  are  not  the  problem. 

In  this  report,  Gorte  acknowledges  that  log  exports  from  the  region  have  declined 
and  attributes  that  to  restrictions  on  log  exports  from  State  lands  and  to  the 
economic  recession  in  Japan.  While  restrictions  on  State  log  exports  is  a  factor, 
the  housing  and  construction  sector  in  Japan  is  the  one  sector  of  that  coimtrys 
economy  that  has  been  strengthening.  While  lower  than  in  the  late  1980s, 
housing  starts  in  Japan  have  increased  in  each  of  the  past  two  years.  The 
Japanese  are  buying  logs  and  limiber  from  other  soxirces,  now  that  U.S.  prices 
have  increased.  Absent  U.S.  log  exports,  foreign  buyers  are  increasing  their  log 
and  lumber  purchases  from  other  suppliers,  including  New  Zealand,  Chile,  Russia, 
and  Canada.  Japanese  imports  of  lumber  from  the  U.S.  increased  by  6  percent  in 
1993,  but  Japanese  imports  from  Canada  increased  by  32.  That,  in  turn,  puts 
upward  pressure  on  the  North  American  Ivimber  market.  Either  way,  by  buying 
logs  or  buying  lumber,  there  is  an  impact  on  the  U.S.  domestic  limiber  price. 

IV.       Gorte  continues  to  xmderstate  the  lumber  price  impact  on  housing. 

Home  builders  from  aroimd  the  coimtry  are  seeing  first-hand  the  impact  of  higher 
prices  on  the  housing  sector.  The  5  percent  figure  dted  by  Gorte  as  the  cost  of 
Ivmiber  as  a  percentage  of  the  average  home  price  is  an  old  estimate,  dating  to 
surveys  conducted  when  lumber  prices  were  at  their  lows.  The  percentage  of  the 
average  hoxose  price  has  increased  as  a  consequence  of  higher  prices, 

Gorte  discotmts  the  impact  higher  prices  might  have  on  the  housing  recovery  and 
dtes  past  cycles  when  housing  starts  continued  to  improve  despite  higher  limiber 
prices.  That's  true  except  for  one  important  point.   Lumber  prices  subsequently 
came  down  as  more  volume  became  available,  an  indicator  that  the  market  had  a 
response  capability,  which  no  longer  exists  to  any  significant  degree.   U.S. 
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softwood  lumber  production  actually  declined  in  1993,  despite  increased  housing 
construction,  and  overall  consumption  was  just  about  flat. 

Hotising  will  be  impacted  at  least  to  the  extent  that  home  builders  and  constmiers 
do  not  turn  to  other  higher-cost  (and  less  environmentally  friendly)  materials. 
Higher  home  prices  are  likely  to  have  an  affect  at  the  margin  where  a  few 
thousand  dollars  makes  a  difference.  As  a  result,  there  covdd  be  fewer  starts  than 
otherwise  might  be  the  case  and/or  buyers  might  be  forced  to  settie  for  smaller 
houses. 
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Questicffis  f  rem  Chairman  Gonzalez  to 
Alberto  Goetzl 
American  Forest   and  Paper  Association 

Are  lumber  price  increases  or  price  fluctuations  affecting  housing 
affordability? 

Is   this   effect,    if   any,    similar  across   geographic   regions? 
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(Mr.  Goetzl's  Responses) 

Response  to  Question  From  Qiairman  Gonzales 

<re  3/23/94) 
Question 

Are  lumber  price  increases  or  price  fluctuations  affecting  housing  affordability?  Is  this 
effect,  if  any,  similar  across  geographic  regions? 

Answer 

Yes.   Liunber  price  increases  affect  housing  affordability.  Average  lumber  prices  have 
increased  70  percent  since  1991  and  structural  panel  prices  have  risen  44  percent. 
According  to  researchers  at  the  Forest  Products  Lab  in  Madison,  Wisconsin,  the  average 
single  family  house  uses  1 5,280  board  feet  of  lumber  and  8,400  square  feet  of 
structural  panel  products.  The  average  mill  value  of  these  products  has  gone  from 
$5,615  to  $8,959,  an  increase  of  $3,344.   In  addition,  costs  have  increased  for  non- 
structural panels  and  other  wood  products  used  for  cabinets,  doors,  flooring,  and  decks. 
Altogether,  the  cost  for  building  a  single  family  house  of  average  size  has  risen  at  least 
$5,000  since  1991  because  of  escalating  lumber  prices.   This  is  a  very  conservative 
estimate. 

Volatility  is  also  a  major  problem.   It  results  in  upward  price  pressure  in  the  consuming 
end  of  the  market.   Because  prices  can  rise  so  suddenly,  contractors  tend  to  quote 
higher  prices  to  cover  themselves  in  the  event  that  prices  rise  before  lumber  is  actually 
purchased  and  delivered.   Of  covirse,  prices  could  fall  dramatically,  but  that  gain  is 
usually  not  shared. 

Lumber  prices  will  tend  to  move  similarly  across  the  country,  although  markets  may 
vary  somewhat  by  region,  depending  on  the  particular  supply  and  demand  situation  at 
any  given  time. 

Higher  Ivmiber  prices  really  hurt  first-time  and  low-income  home  buyers.  While  lumber 
accoimts  for  between  7  and  15  percent  of  the  selling  price  of  the  average  single-family 
home,  it  is  a  much  higher  percentage  in  lower-priced,  more  affordable  houses  where 
land  and  amenities  don't  figure  as  prominently  in  the  costs  of  construction.   Two 
identical  homes,  each  costing  $75,000  to  build  might  sell  for  $100,000  in  one  location, 
and  $150,000  in  another.   Higher  wood  costs  have  may  have  added  5  percent  to  the 
$100,000  home,  but  only  3  percent  to  the  $150,000  home. 

Price  impacts  are  not  just  felt  in  the  new  home  market.   Since  prices  for  new  and 
existing  houses  move  together,  anything  that  impacts  the  price  of  new  homes  will  affect 
prices  of  existing  homes. 

Also  of  note  is  the  fact  that  insurance  companies  are  increasing  premiimis  for  existing 
home-ovnners  because  of  higher  replacement  costs. 


Respectively  Submitted, 
Alberto  Goetzl 
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I.   INTRODUCTION. 


Good  morning.    Mr.  Chairman,  members  of  the  Subcommittee,  my  name  Is 
Michael  A.  FYItz.    My  testimony  Is  presented  on  behalf  of  the  employees  of  Rngg 
Lumber  Co..  the  Northeast  Retail  Lumber  Dealers  AssoclaUon.  and  the  National 
Lumber  and  Building  Material  Dealers  Association.   Together  these  associations 
represent  over  16.000  retail  lumber  dealers  throughout  the  nation.    I  am  the  5th 
generation  In  a  small  family  owned  retail  lumber  business  entering  Its  153rd  year. 
Our  business  Is  located  in  rural  western  Massachusetts.   The  business  consists  of 
two  small  retail  home  centers,  a  small  manufacturing  facility,  and  an  architectural 
woodworking  shop.    I  am  a  Naval  Academy  Graduate,  with  three  combat  tours  In 
Vietnam.    I  have  served  as  the  Chair  of  our  local  Private  Industry  Council  for  the 
past  two  years.    I  am  currently  serving  on  the  Capital  Access  Committee  of  the 
Northeast  Retail  Lumber  Dealers  Association.    1  have  previously  testified  before  the 
House  Appropriations  Committee  on  timber  supply  and  related  Forest  Service 
appropriations  issues. 

Our  company,  the  shelter  industiy.  and  the  members  of  the  organizations 
that  I  am  representing,  have  been  subjected  In  the  last  four  years  to  some  of  the 
most  difficult  business  conditions  the  Industry  has  ever  seen.     We've  endured  a 
severe  housing  recession  In  the  Northeast:  coupled  with  a  banking  crisis,  the 
Invasion  of  the  new  wave  mass  merchants,  and  on  top  of  all  that,  extremely  volatile 
commodity  wood  prices.    The  turmoil  has  been  more  than  many  of  our  businesses 
could  handle.    I  would  like  to  provide  the  Subcommittee  with  a  view  "from  the 
trenches "  of  housing  affordability.  construction  trades  employment,  capital  access, 
and  community  development  as  it  relates  to  volatile  commodity  lumber  prices. 
n.  Large  price  Increases  In  commodity  building  materials  eliminate  families  from 
the  new  home  market.    The  price  Increases  experienced  over  the  last  16  months 
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have  eliminated  an  estimated  100,000  families  from  the  new  housing  market. 
That's  a  serious  blow  to  their  dreams,  but  also  to  the  economy.    Basic  economics 
tells  us  that  money  circulates  7-10  times  through  a  community  once  It's  spent. 
The  average  new  home  goes  for  about  $140,000.    That  means  that  for  Just  one  lost 
start  In  a  community,  the  local  economy  looses  $1-1.4  million  In  activity.  The  loss 
affects  all  levels  of  employinent,  particularly  in  a  rural  community  such  as  ours  in 
Franklin  County.    The  county  Is  30  x  40  miles  in  size,  77.000  populaUon.  33-43% 
of  the  adults  lack  a  high  school  diploma.   The  ultimate  fallout,  however;  comes 
when  the  family  has  to  stay  in  their  older  home.    The  whole  system  backs  up. 
leaving  someone  at  the  bottom  with  a  problem,  either  affordabllity  or  lack  of 
availability. 

Construction  trades  unemployment  in  Massachusetts  is  still  hovering  above 
15%,  even  though  the  Boston  central  artery  project  has  improved  the  picture.    A 
large  number  of  the  unemployed  carpenters  and  tradesmen  are  from  the  large 
Hispanic  population  In  the  Sprlngfield-Holyoke  area  of  western  Mass.    A  strong 
building  market  would  put  people  to  work. 

m.  The  problem  of  capital  access  and  rigidly  fixed  credit  lines  is  hampering  the 
housing  market.   Most  small  lumber  yards,  like  the  ones  that  my  company  runs, 
don't  have  access  to  capital   via  public  offerings  and  must  rely  on  bank  credit  linos 
to  finance  inventory  and  accounts  receivable.    We  tend  to  be  the  only  method  a 
carpenter  or  contractor  has  of  obtaining  financing.    The  banks  in  New  England 
want  nothing  to  do  with  the  local  tiadesman.  that  builds  3  or  4  houses  a  year  or 
relics  on  remodeling. 

The  volatility  of  commodity  wood  products  has  pinched  us  between  the  fixed 
credit  lines  available,  and  the  inflated  cost  of  the  commodity  inventory  we  must 
carry  to  service  the  shelter  market  in  our  Uading  area.     The  normal  lumber  yard 
has  50-60%  of  its  inventory  dollars  invested  In  commodity  wood  products  and 
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building  materials.  When  the  cost  of  the  Inventory  Inflates  as  much  as  It  has  In 
recent  months,  something  has  to  give.    In  some  cases,  the  service  level  the  yard 
could  sustain  for  their  customers,  suffered  enough  to  push  them  over  the  edge  and 
into  bankruptcy.   The  price  situation  has  affected  our  ability  to  buy  efnclenOy. 
truckload  vs  freight  car,  or  from  wholesalers  vs  manufacturer  direct.  This  directly 
affects  the  level  of  consumer  pricing. 

The  situation  has  required  many  to  completely  give  up  the  new  housing 
market  and  direct  resources  at  a  market  they  could  afford  the  Inventoiy  to 
support.   A  good  example  comes  from  your  own  district.  Mr  Chairman.   Guadalupe 
Lumber  from  San  Antonio,  Is  now  concentrating  strictly  on  remodeling  and 
Industrial  sales.   Another  dealer  In  your  area,  Roy  Campbell  of  Campbell  Lumber,  In 
San  Antonio,  complains  that  he  won't  be  able  to  afford  to  carry  the  quality  of 
product  his  customers  prefer  and  may  have  to  switch  to  an  Inferior  product. 

The  tougher  stance  by  the  banks,  particularly  Fleet  Bank,  Is  costing  my 
company  $65,000  In  Increased  Interest  costs  this  year,  plus  $20,000  In  legal  fees. 
These  expenses  must  be  covered  by  increased  prices. 

The  same  squeeze  is  ocurrlng  in  the  Pacific  Northwest  for  the  producers. 
Many  small  mills  don't  own  their  own  timber.    Understandably,  the  bank  first  asks, 
"Do  you  have  a  documentable  supply  of  logs  for  your  mill?"  When  these  mills  do 
obtain  credit,  it's  at  a  higher  cost.   These  mills  have  traditionally  relied  on  the 
Federal  and  private  timber  they  could  buy.   With  the  availability  of  timber 
dwindling,  they  are  being  driven  out  of  business.   There  about  408  mills,  each 
producing  more  than  one  million  board  feet  per  year,  in  the  Pacific  Northwest.    It 
is  estimated  that,  only  1/3  third  of  that  total  owns  any  standing  timber.   There  are 
also  hundreds  of  3-4  man  operations  producing  less  than  1  million  board  feet,    in 
the  same  boat,  without  a  reliable,  affordable  supply  of  timber. 
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rV.  THE  VOLATILITY  OF  COMMODITY  WOOD  PRICES  SERIOUSLY  JEOPARDIZES 
THE  FINANCIAL  STABIUTY  OF  THE  SHELTER  INDUSTRY. 

I  have  a  very  short  story  to  tell  that  has  been  repeated  at  our  place  of 
business  several  times  In  the  last  few  years.   A  young  carpenter  came  Into  our 
store  In  Northampton,  Mass  In  late  August  1992  for  prices  an  a  list  of  materials  he 
needed  for  a  small  porch  project  he  was  asked  to  quote.  The  Job  came  to  about 
$500.  at  his  cost,  for  the  materials.   He  and  I  talked  for  a  while  about  his  new  wife, 
and  tlie  baby  they  were  expecting  in  September,  and  a  about  our  favorite  activity. 
YMCA  noontime  basketball.   After  quoting  his  customer,  he  went  on  to  a  few  other 
odd  Jobs,  returning  In  early  November.    Three  months  had  passed,  and  hJs 
customer  had  finally  decided  to  do  the  project.    We  generally  held  our  prices  for 
30  days,  as  noted  on  the  quote,  until  our  Inventory  had  turned.   The  prices  had 
now  risen  to  the  point  where  his  material  cost  and  the  quote  he  gave  his  customer 
were  the  same.    He  unfortunately  hadn't  put  a  time  limit  on  his  quote.    He  had  a 
choice,  to  skip  the  Job  and  risk  a  law  suit,  do  the  Job  for  nothing  and  not  take  any 
money  home,  or  do  the  Job  and  not  pay  us;  not  very  attractive  choices.  We 
compromised  and  sold  him  the  material  at  our  cost,  with  the  promise  that  he 
would  remember  us.    On  the  small  scale,  we  could  follow  the  charitable  approach. 
What  can  be  done  on  the  larger  scale;  the  answer  Is.  "Not  muchl"   The  only 
alternative  In  the  commodity  markets  available.  Is  to  buy  lumber  futures  to  lock  In 
prices  at  some  date  In  the  future.  That  Is  a  risky  situation  for  small  operations, 
like  the  majority  of  our  16,000  members,  and  also  for  the  majority  of  builders, 
small  contractors  and  carpenters  that  make  up  the  shelter  Industry.    The  only  real 
alternative  Is  a  predictable,  reliable  timber  supply.   A  supply  that  results  in  stable 
prices. 
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Summary 

The  Issue  at  hand,  affordable  housing,  is  dependent  on  many  different  issues. 
The  timber  supply  Issue,  the  capital  access  issue,  the  banking  regulatoiy  issue,  and 
construction  trades  employment  are  all  Interrelated.   We  are  trying  to  sit  on  a 
stool  that  has  one  leg  about  half  the  length  it  needs  to  be.  and  a  second  leg  with  a 
large  crack  in  it.    Mr.  Chairman  and  committee  members,  you  can  fix  the  leg  with 
a  crack,  the  banking  problems,  and  maybe  you  can  help  reach  a  balanced  solution 
for  the  short  leg.  timber  supply.   I  would  ask  you.  for  the  sake  of  the  small 
businessmen  In  the  shelter  Industry,  to  represent  our  views  both  in  congress  and 
with  the  current  administration.  A  healthy  housing  market  means  a  healthy 
economy,  and  a  happy  electorate. 
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Questions  from  Ghainnan  Gonzalez  to 

Michael  Fritz 

National  Lumber  and  Building  Dealers  Association 

Do  lumber  prices  have  similar  effects  on  low-  and  moderate-, 
middle-  and  high-income  housing?  If  not,  what  are  the  differences? 
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(Responses  frcm  Mr.  Fritz) 

Questions  fron  Chaixman  Gonzalez  to 

Michael    Fritz 
National   Lumber  and  Building  Dealers  Association 

Do     lumber    prices     have     similar     effects     on     low-     and    moderate-, 
middle-  and  high-income  housing?     If  not,   what  are  the  differences? 


The  percentage   increases  are  roughly  equal   for  all   levels   of  income.      The 
real  impact  is  more   severe  for  low  and  moderate  income  families.     An 
increase  in   the  cost  of  the   monthly  payment  will   disqualify   the   lower 
income  families  from  being  able  to  obtain  a  mortgage.     The  increase  will 
strain   the   finances   of  the   moderate   income   family,   forcing   them   to  consider 
abandoning   plans   for   new  homes.      The   upper  income   families   probably 
won't  be  affected  as  much.     Our  mix  of  new  house  starts  has  been 
predominantly  on   the  higher  end   over  the  last  year  and  a  half. 
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SUMMARY 

Lumber  prices  rose  to  record  high  levels  in  December  1993,  more  than  60 
percent  above  their  July  1993  levels.  This  rise  follows  an  unprecedented  price 
rise  from  October  1992  to  March  1993,  with  a  substantial  decline  from  March 
to  July.  (March  and  December  prices  were  nearly  equal.) 

Some  have  attributed  the  price  rise  to  restrictions  on  Federal  timber  sales 
in  the  Pacific  Northwest  to  protect  the  threatened  spotted  owl.  The  Clinton 
Administration's  forest  plan  has  been  singled  out  as  a  mtyor  problem.  However, 
Federal  timber  programs  in  the  region  have  been  constrained  largely  by  court 
iryunctions  based  principally  on  forest  management  laws  (not  on  the 
Endangered  Species  Act).  The  Clinton  plan  would  reduce  Federal  harvests  to 
a  quarter  of  the  level  of  the  late  19808,  but  is  intended  to  resolve  the  litigation 
and  thereby  to  increase  Federal  sales  from  the  level  of  the  early  19908. 

Despite  the  attention  to  Federal  lands  in  the  Pacific  Northwest,  they  are 
a  small  contributor  to  U.S.  timber  supplies.  Harvests  on  Federal  lands  else- 
where have  also  declined,  although  not  as  precipitously,  and  harvests  on  non- 
federal lands  in  the  Pacific  Northwest  have  declined,  primarily  because  of  the 
weak  economy.  Nonetheless,  Canadian  imports  and  non-federal  timberlands,  es- 
pecially in  the  South,  have  some  potential  for  expanding  production  in  response 
to  higher  lumber  prices. 

The  lumber  price  rise  is  at  least  partly,  and  perhaps  substantially,  due  to 
rising  demand  for  lumber.  Housing  starts  rose  25  percent  between  July  and 
December  (coinciding  with  the  lumber  price  rise),  and  gross  domestic  product 
grew  at  a  5.9-percent  annual  rate  in  the  fourth  quarter  of  1993.  In  addition, 
lumber  prices  are  quite  volatile  in  the  face  of  perceived  changes  or  concerns  in 
supply  or  demand;  the  October  1992-March  1993  price  rise  has  been  called  a 
largely  speculative  price  bubble.  Concerns  about  Federal  timber  supplies  are 
likely  to  have  contributed  to  the  recent  price  rise.  Furthermore,  uncertainties 
about  the  changing  level  and  status  of  the  U.S.  countervailing  duty  on  Canadian 
lumber  imports  and  about  the  economic  recovery  in  Japan  probably  heighten 
speculative  behavior. 

Some  have  expressed  concerns  that  the  lumber  price  rise  could  reduce 
homebuilding  and  choke  off  the  economic  recovery,  but  this  possibility  seems 
unlikely.  The  past  two  recoveries  have  proceeded  despite  30  to  60  percent 
lumber  price  rises.  Furthermore,  lumber  accounts  for  only  5  percent  of  the  price 
of  a  house,  eind  doubling  lumber  prices  has  less  effect  on  mortgage  payments 
than  a  one  percentage  point  increase  in  interest  rates.  Nonetheless,  potential 
substitution  of  some  other  products,  such  as  tropical  woods  or  steel  studs,  that 
could  cause  environmental  problems  raises  social  concerns  about  a  sustained  rise 
in  lumber  prices. 
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The  recent  rise  in  domestic  lumber  prices  has  attracted  much  attention. 
Some  groups  assert  that  the  price  rise  is  due  to  protection  of  the  threatened 
northern  spotted  owl  on  the  Federal  lands  of  western  Washington  and  Oregon 
and  northwestern  California.  Others  argue  that  the  incipient  housing  recoveiy 
is  the  cause  of  the  recent  price  rise.  This  report  describes  the  recent  price  rise, 
and  then  examines  the  supply  and  demand  factors  that  contribute  to  lumber 
price  rises.  The  final  section  explores  the  various  causes  and  assesses  some 
implications  of  the  lumber  price  rise. 


LUMBER  PRICES 

In  December  1993,  lumber  prices  rose  to  peak  levels  that  matched  their 
previous  record  highs,  set  in  March  1993.  The  Random  Lengths  framing  lumber 
composite  price  averaged  $492  per  thousand  board  feet  (MBF)  for  the  month, 
and  reached  $510  per  MBF  in  the  last  week  of  1993.'  Figure  1  shows  monthly 
lumber  prices  from  January  1975  throu^  December  1993,  and  clearly  demon- 
strates that  framing  lumber  prices  have  risen  substantially  over  the  past  year, 
with  a  large  decline  between  the  March  and  December  peaks.  Since  a  low  of 
$255  per  MBF  in  October  1992,  the  framing  lumber  composite  price  has  nearly 
doubled.^  The  rise  from  October  1992  to  March  1993  was  the  largest  sustained 
rise  --  $238  per  MBF,  93  percent  -  over  the  past  19  years,  followed  by  the  sub- 
sequent rise  from  July  1993  to  December  1993  ($188  per  MBF,  62  percent).® 


'  This  measure  of  lumber  pricee  is  a  weighted  average  for  a  variety  of  framing 
lumber  sizes,  grades,  and  spedee,  calctilated  weekly  by  Random  Lengths,  Inc.,  a  lumber 
price  reporting  organization  located  in  Eugene,  OR.  Prices  are  reported  in  dollars  per 
MBF  (a  board  foot  is  144  cubic  inches,  in  nominal  dimensions  ~  i.e.,  a  1-inch  thick  board 
that  is  12  inches  wide  and  1  foot  long).  Prices  and  price  changes  for  specific  spedee  and 
grades  undoubtedly  vaiy  from  this  wei^ted  average,  but  the  composite  price  provides  a 
consistent,  historical  measure  that  reflects  changes  in  all  regions  of  the  country. 

^  The  composite  price  has  more  than  doubled  when  the  weekly  data  are  used;  the 
price  in  second  week  of  October  1992  was  $249  per  MBF,  compared  to  $610  per  MBF  in 
the  last  week  of  December  1993.  In  between,  the  composite  price  reached  $506  per  MBF 
in  the  third  week  of  March,  and  dropped  to  $295  per  MBF  in  the  third  week  of  July 
before  rising  again. 

®  The  rise  from  January  1975  ($104  per  MBF)  to  the  August  1979  peak  ($291  per 
MBF)  nearly  matched  the  July-December  1993  rise  in  dollars  ($187  per  MBF),  but  was 
a  much  greater  relative  rise  (180  percent);  it  may  even  have  been  greater,  if  the  low  price 
had  occurred  in  1974.  (The  framing  lumber  composite  price  was  first  calculated  for 
Januaiy  1975.)  However,  this  rise  was  not  continuous  over  the  entire  period. 
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Current  prices  can  be  misleading  when  making  historical  comparisons, 
because  inflation  raises  all  prices.  Adjusting  prices  to  a  common  price  level  is 
a  standard  economic  practice  for  examining  changes  in  real  (deflated)  prices. 
Real,  deflated  lumber  prices  are  shown  in  figure  2;  these  prices  are  the  Random 
Lengths  fi-aming  lumber  composite  prices  adjusted  with  the  Consumer  Price 
Index  (CPI)  to  1982-1984  average  prices.  The  figure  again  shows  that  the  price 
increase  fi-om  October  1992  to  March  1993  is  the  largest  in  real  dollars  --  $163 
per  MBF,  91  percent  -  over  the  past  19  years.  However,  in  real  dollars,  the 
March  1993  price  ($343  per  MBF)  is  still  substantially  below  the  peak  real  price 
of  August  1977  ($402  per  MBF).  In  fact,  fi-om  July  1977  through  October  1979, 
real  composite  framing  lumber  prices  were  mostly  hi^er  than  the  March  1993 
price. 

Even  if  real  lumber  prices  are  below  record  high  levels,  they  have  risen 
substantially.  Why?  What  has  caused  lumber  prices  to  nearly  double  since 
October  1992?  Some  have  blamed  spotted  owl  protection,  but  others  assert  that 
it  is  a  normal  response  to  renewed  economic  growth.  The  following  section 
examines  the  various  factors  that  affect  lumber  prices,  and  the  recent  changes 
that  might  have  contributed  to  the  unprecedented  price  rises  of  1993. 


FACTORS  CONTRIBUTING  TO  LUMBER  PRICE  RISES 


Prices  for  a  good  or  service  are  necessarily  interrelated  with  the  supplies  of 
and  demands  for  the  good  or  service.  Prices  are  a  reflection  of  supply  and 
demand  factors  in  a  given  market;  conversely,  prices,  along  with  a  host  of  other 
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factors,  Edso  influence  supplies  and  demands.  Prices  also  necessarily  include 
some  measure  of  speculation,  because  buyers  and  sellers  adjust  to  expectations 
about  future  supplies  and  demands,  as  well  as  to  current  factors.  Thus,  expecta- 
tions about  timber  supplies  and  lumber  demands  may  be  as  important  as  current 
situations  in  establishing  prices  for  lumber.^ 


Timber  Supplies 

Much  of  the  attention  over  lumber  price  rises  has  focused  on  changes  in  the 
timber  supplies  from  Federal  lands  in  western  Washington,  western  Oregon,  and 
northwestern  California.  Figure  3  shows  the  importance  of  the  Federal  Govern- 
ment as  a  source  of  timber  in  various  regions  of  the  United  States. 


*  This  report  fcxnises  on  lumber,  because  sawmills  account  for  about  70  percent  of  the 
volume  of  primary  solid  wood  products  in  the  United  States.  (U.S.  Congress,  Office  of 
Technology  Assessment.  Wood  Use:  U.S.  Competitiveneaa  and  Technology,  Volume  II  - 
Technical  Report.  OTA-M-224.  Washington,  DC:  U.S.  Govt.  Print.  Off.,  November  1984. 
p.  18.)  Pulpmill  products  (for  paper  and  building  board)  account  for  as  much  wood  fiber 
as  sohd  wood  products,  but  have  not  been  part  of  the  debates  over  product  prices  and 
timber  supplies,  because  (1)  paper  prices  are  generally  less  volatile  than  the  prices  of 
lumber  and  other  solid  wood  products,  and  (2)  wood  fiber  accounts  for  less  than  30  per- 
cent of  the  cost  of  paper  production,  compared  to  46  percent  of  the  net  cost  of  plywood 
production  and  72  jjercent  of  the  net  cost  of  lumber  production.  (Thomas  P.  Clephane 
and  Jeanne  Carroll.  Timber  Ownership,  Valuation,  and  Consumption  Analysis  For  87 
Forest  Products,  Paper,  and  Diversified  Companies.  New  York,  NY:  Morgan  Stanley  & 
Co.,  June  20,  1980.   p  3-4.) 
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Figure  3.   Softwood  Timber  Harvests 
by  Landowner  in  Varioos  Regions,  1986 
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Source:  U.S.DA.  Forest  Service.  An  Analysis  of  the  Timber  Situation  in  the 
United  States:  1989-2040.  Draft,  pp.  C-144  -  C-146. 


Federal  Lands  in  the  Pacific  Northwest 

Federal  lands  in  the  Pacific  Northwest  have  supplied  substantial  volumes 
of  timber.  Figure  3  understates  their  relative  significance,  because  the  Bureau 
of  Land  Management  (BLM,  U.S.  Dept.  of  the  Interior)  accounts  for  about  half 
of  the  other  government  timberland  in  western  Washington  and  Oregon,  and 
because  northwestern  California  is  relatively  similar  to  its  northern  neighbors 
(and  contains  northern  spotted  owl  habitat)  but  is  included  in  other  west. 

Protection  of  the  northern  spotted  owl  has  substantially  reduced  Forest 
Service  and  BLM  timber  sales  in  the  Pacific  Northwest  over  the  past  several 
yetirs.  In  May  1991,  the  Forest  Service  was  eryoined  from  selling  timber  in 
much  of  the  area  inhabited  by  spotted  owls  until  it  had  prepared  a  management 
plan  and  environmental  impact  statement  for  the  species.  In  February  1992,  the 
BLM  was  similarly  enjoined  from  selling  timber  because  of  its  failure  to  prepare 
environmental  impact  statements.  Contrary  to  conventional  wisdom,  the  liti- 
gation and  injunctions  have  generally  not  been  based  on  protection  under  the 
Endangered  Species  Act  (ESA),  but  rather  on  unfulfilled  requirements  of  the 
National  Forest  Management  Act  of  1976  (NFMA),  the  National  Environmental 
Policy  Act  of  1969  (NEPA),  the  Federal  Land  Policy  and  Management  Act  of 
1976  (FLPMA),  and  other  laws. 
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The  impact  of  spotted  owl  protection  on  Federal  timber  sales  is  uncertain. 
Estimates  following  the  designation  of  critical  habitat  by  the  U.S.  Fish  and 
Wildlife  Service  suggest  that  future  Federal  timber  programs  in  the  owl  region 
would  likely  be  near  2  billion  board  feet  (BBF)  annually.*  This  is  down  from 
the  record  5  BBF  harvested  annually  from  these  Federal  lands  in  the  late  1980s; 
however,  about  half  of  this  decline  (1.5  BBF)  was  proposed  in  new  land  and 
resource  management  plans  for  the  national  forests  required  by  NFMA.  Some 
of  the  decline  in  the  NFMA  management  plans  is  likely  due  to  owl  protection, 
but  such  protection  is  only  one  of  many  factors  affecting  future  Forest  Service 
timber  sale  levels.  The  decline  under  the  plans  is  not  a  result  of  protecting  the 
spotted  owl  under  the  ESA;  owl  or  no  owl,  Federal  timber  harvests  in  the  owl 
region  were  likely  to  decline,  and  that  decline  had  been  predicted  for  decades.® 

Federal  timber  sales  in  the  past  2  years  have  been  less  than  the  1.2  BBF 
sale  program  proposed  in  the  Clinton  Administration's  "Option  9"  for  the  forests 
of  the  Pacific  Northwest.  This  proposal  was  intended  to  fulfill  the  legal  require- 
ments identified  by  the  courts,  Guid  the  plan's  environmental  impact  statement 
has  been  submitted  for  judicial  review.  Until  the  courts  accept  the  plan  as 
fulfilling  the  requirements  of  NFMA,  NEPA,  FLPMA,  and  other  laws,  Forest 
Service  and  BLM  timber  sales  in  the  Pacific  Northwest  will  continue  to  be 
severely  restricted.  Thus,  while  the  Clinton  timber  plan  proposes  to  sell  much 
less  Federal  timber  than  was  sold  in  the  19808,  it  also  proposes  to  sell  more 
Federal  timber  than  has  been  sold  in  the  past  2  years. 


Other  Lands  in  the  Peicific  Northwest 

As  shown  in  figure  3,  non-federal  lands  in  the  Pacific  Northwest  ~  State 
lands,  tribal  lands,  industry  lands,  and  other  private  lemds  --  also  contribute 
substantially  to  the  regional  timber  supply.  Ehiring  the  1980s,  the  BLM  and 
Forest  Service  provided  37  percent  of  the  timber  harvested  in  Washington  and 
Oregon.  (Note  that  this  overstates  the  importance  of  the  Federal  agencies  in  the 
area  occupied  by  spotted  owls,  since  Federal  lands  are  relatively  less  important 
west  of  the  Cascades.)  Another  10  percent  was  harvested  from  State,  tribal,  and 
other  government  lands,  while  the  remaining  53  percent  was  harvested  from 
private  lands. 

Several  factors  could  be  significant  in  determining  short-run  future  supplies 
from  non-federal  lands.  One  is  whether  spotted  owl  protection  under  the  ESA 
will  affect  non-federal  timberland  mtinagement;  one  part  of  the  Clinton  forest 
plan  is  to  ease  possible  ESA  restrictions  on  timber  cutting  from  non-federal 


*  See:  U.S.  Library  of  Congress,  Congressional  Research  Service.  Economic  Impacts 
of  Protecting  Spotted  Owls:  A  Comparison  and  Analysis  of  Existing  Studies,  [by  Ross 
W.  Gorte]   CRS  Report  for  Congress  No.  92-922  ENR.  Washington,  DC:  Dec.  7,  1992. 

®  See:  V.  Alaric  Sample  and  Dennis  C.  LeMaster.  Assessing  the  Employment  Impacts 
of  Proposed  Measures  to  Protect  the  Northern  Spotted  Owl.  Washington,  DC:  American 
Forestry  Assoc.,  Forest  Policy  Center,  1992.   65  pp. 
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lands.  Another  is  whether  private  landowners  will  respond  to  the  higher  timber 
prices  by  accelerating  harvests.  This  may  be  possible  in  the  short  run,  but  such 
responses  are  unsustainable  because  of  low  timber  inventories  on  private  lands 
in  the  Pacific  Northwest.' 

One  factor  raised  by  environmentalists  is  the  substantial  volume  of  unpro- 
cessed timber  (logs)  exported  from  the  Pacific  Northwest.  During  the  1980s, 
28.7  BBF  of  softwood  logs  from  non-federal  lands  in  Washington  and  Oregon 
were  exported  to  Japan,  China,  Korea,  and  elsewhere.*  In  total,  about  a  third 
of  the  timber  harvested  from  non-federal  lands  during  the  decade  was  exported 
as  logs.  From  the  peak,  the  volume  of  log  exports  and  the  proportion  of  harvest 
exported  without  processing  dropped  sharply,  from  3.7  BBF  (39  percent)  in  1988 
to  2.2  BBF  (26  percent)  in  1992.  This  decline  is  most  likely  due  to  the  economic 
recession  in  Japan  and  to  the  restrictions  on  log  exports  from  State  lands 
enacted  in  the  Customs  and  Trade  Act  of  1990.  It  also  seems  likely  that  log 
exports  will  rebound  as  the  Japanese  economy  recovers,  although  exports  of 
unprocessed  logs  might  never  return  to  the  peak  levels  of  the  late  1980s. 


Federal  Lands  Elsewhere 

While  much  attention  has  been  paid  to  the  decline  in  Federal  timber  levels 
in  the  Pacific  Northwest,  relatively  little  attention  has  been  paid  to  declining 
timber  programs  in  other  regions.  Timber  sales  and  harvests  have  declined  in 
nearly  every  Forest  Service  region  since  the  peak  of  the  late  1980s.  Outside 
Washington,  Oregon,  and  California,  annual  Forest  Service  timber  sales  and 
harvests  in  1991-1993  were  only  77  percent  of  the  average  annual  sales  and 
harvests  in  1987-1990.  The  Forest  Service  cited  administrative  appeals  and 
litigation  as  a  factor  in  the  decline,  although  previous  agency  data  on  appeals 
did  not  support  this  conclusion.®  Environmental  groups  have  asserted  that  the 
decline  was  inevitable,  because  Forest  Service  timber  programs  in  the  late  19808 
were  at  unsustainable  levels;  this  allegation  is  also  undocumented.  Finally,  the 
lower  timber  programs  might  sdso  be  in  response  to  the  relatively  slow  economic 
performance  in  the  United  States  since  1990. 


'  For  a  discussion  of  these  two  factors,  see:  CRS  Report  No.  92-922  ENR,  Economic 
Impacts  of  Protecting  Spotted  Owls. 

*  Logs  from  Federal  lands  generally  cannot  be  exported  without  some  domestic  pro- 
cessing. See:  U.S.  Libraiy  of  Congress,  Congressional  Research  Service.  Restricting 
Softwood  Log  Exports:  Policy  and  Legal  Implications,  [by  Roes  W.  Gorte  and  Kenneth 
R.  Thomas.]  CRS  Report  for  Congress  No.  93-738  ENR.  Washington,  DC:  Aug.  13, 
1993.  24  pp. 

*  See:  U.S.  Library  of  Congress,  Congressional  Research  Service.  Administrative 
Appeals  of  Forest  Service  Timber  Sales,  [by  Pamela  Baldwin  and  Roes  W.  Gorte.]  CRS 
Report  for  Congress  No.  92-349  A.  Washington,  DC:  April  8,  1992.   9  p. 
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Other  Non-Federal  Timberlanda 

Non-federal  lands  are  significant  suppliers  of  timber  in  much  of  the  United 
States,  particularly  in  the  South.  Lumber  production  has  also  been  expanding 
in  the  South,  in  relative  as  well  as  absolute  terms.  The  South  produced  a 
quarter  of  the  lumber  manufactured  in  the  United  States  in  the  early  19708,  but 
a  third  of  U.S.  lumber  production  through  most  of  the  19808,  and  43  percent  of 
the  U.S.  lumber  produced  in  the  first  three  quarters  of  1993;  lumber  production 
in  the  South  rose  by  43  percent  between  1977  and  peak  production  in  1988.'° 
Despite  the  rise  in  lumber  production,  softwood  timber  inventories  in  the  South 
have  also  risen,  from  87  billion  cubic  feet  in  1970  to  99  billion  in  1977  and  to 
104  billion  in  1987."  While  it  may  prove  impossible  to  continue  to  expand 
both  lumber  production  and  timber  inventories,  these  data  suggest  that  lumber 
production  in  the  South  could  be  expanded  further.  However,  kiln  capacity  for 
drying  lumber  could  limit  such  an  expansion  in  the  short  run.'^ 

Canada  has  also  been  suggested  as  an  alternative  source  of  additional 
timber  for  the  U.S.  market.  The  United  States  has  long  been  a  major  market 
for  Canadian  lumber,  and  Canada  has  supplied  about  30  percent  of  the  softwood 
lumber  consumed  in  the  United  States  since  1978.  The  potential  to  expand 
Canadian  lumber  production  and  exports  to  the  United  States  is  uncertain. 
Existing  inventory  data  show  that  softwood  inventories  rose  nearly  3  percent 
between  1976  and  1986."  However,  others  note  concerns  about  overcutting 
in  Canada,  and  one  author  stated  that  the  1989  harvest  in  British  Columbia 
exceeded  the  annual  allowable  cut  by  13  percent."  Thus,  it  is  unclear  whether 
Canada  can  respond  to  the  higher  lumber  prices  by  expanding  production,  even 
temporarily. 


'°  American  Forest  and  Paper  Association.  Statistical  Roundup:  Quarterly  Statistical 
Supplement.  Washington,  DC. 

"  U.S.  Dept.  of  Agriculture,  Forest  Service.  An  Analysis  of  the  Timber  Situation  in 
the  United  States:  1989-2040.  Draft,  p.  C-42. 

'^  Doug  Smyth.  "Timber  Supply  Crisis  Really  Arrives  in  '94,"  Wood  Technology,  v. 
121,  no.  1  (Jan/Feb.  1994):  23-26. 

'^  T.G.  Honer,  W.R.  Clark,  and  S.L.  Gray.  "Determining  Canada's  Forest  Area  and 
Wood  Volume  Balance,  1977-1986."  Caruida's  Timber  Resources.  [David  G.  Brand,  ed.] 
Information  Report  PI-X-101.  Chalk  River,  Ontario,  Canada:  Forestry  Canada,  Peta- 
wawa  National  Forestry  Institute,  1991.  pp.  17-25. 

"  F.L.C.  Reed.  "Canada's  Timber  Situation  in  2050."  Canada's  Timber  Resources. 
Pavid  G.  Brand,  ed.]  Information  Report  PI-X-101.  Chalk  River,  Ontario,  Canada: 
Forestry  Canada,  Petawawa  National  Forestry  Institute,  1991.   pp.  135-143. 

See,  also:  James  P.  Kimmins.  "Forecasting  the  Growth  and  Yield  of  Canada's 
Forests  to  2050."  Canada's  Timber  Resources.  [David  G.  Brand,  ed.]  Information 
Report  PI-X-101.  Chalk  River,  Ontario,  Canada:  Forestry  Canada,  Petawawa  National 
Forestry  Institute,  1991.   pp.  17-25. 
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Timber  Demands 

Construction  Demand 

Demand  for  lumber  is  a  secondary  demand,  derived  substantially  from  the 
demand  for  new  or  remodeled  houses  and  other  buildings.  Wood  products  are 
a  relatively  minor  component  of  construction  costs;  for  example,  structural  wood 
products  accounted  for  about  5  percent  of  the  price  of  a  new  house  in  the  late 
1980s.'*  In  contrast,  construction  accounted  for  80  percent  of  softwood  lumber 
used  in  the  United  States  in  1992.'^  As  a  result,  construction  demand  greatly 
influences  lumber  prices,  but  lumber  prices  have  relatively  little  influence  on 
construction  demand. 

New  housing  starts  are  clearly  a  migor  factor  in  lumber  demand.  From 
their  1986  peak  of  1.8  million,  new  private  housing  starts  declined  to  a  low  of 
1.0  million  in  1991.  Starts  rose  to  1.2  million  in  1992,  and  continued  at  that 
level  through  July  1993.  From  July  -  the  low  point  in  1993  lumber  prices  --  to 
December,  housing  starts  rose  25  percent,  to  a  seasonally-adjusted  annual  rate 
of  more  than  1.5  million  starts  in  December.  Whether  housing  starts  will  con- 
tinue to  rise  in  1994  is  uncertain. 

The  general  economy  is  also  a  factor  in  lumber  demand,  since  remodeling 
and  nonresidential  construction  activity  track  changes  in  gross  domestic  product 
(GDP).  The  fourth  quarter  of  1993  showed  strong  growth  in  real  GDP  -  an 
annual  rate  of  5.9  percent.  This  was  a  sizable  increase  over  the  preceding 
quarters  of  1993  -  2.9  percent  in  the  third  quarter,  1.9  percent  in  the  second 
quarter,  and  0.8  percent  in  the  first  quarter  ~  and  over  the  2.6  percent  growth 
in  real  GDP  in  1992.  Thus,  demand  for  lumber  in  this  sector  was  increasing 
while  housing  starts  were  rising. 


Market  VolaHlity 

Lumber  is  a  minor  but  critical  component  of  construction.  Thus,  buyers 
often  respond  quickly  to  perceived  changes  or  concerns  about  future  supplies  of 
or  demands  for  lumber.  Because  of  the  time  required  to  harvest,  mill,  dry,  and 
ship  lumber,  inventories  at  the  various  points  in  the  production  and  distribution 
system  can  be  significant,  and  demands  to  expand  or  shrink  inventory  can 
change  quickly.    Thus,  lumber  markets  are  often  quite  volatile  in  the  face  of 


'*  National  Association  of  Homebuilders,  Public  Affairs  Division.  Housing  Back- 
grounder. Washington,  DC:  January  1989.   pp.  24-25. 

'^  The  Irland  Group.  Assessment  of  Pricemaking  Forces  in  the  US  Softwood  iMrnber 
Markets.  Augusta,  ME:  April  1993.  p.  19.  (Hereafter  referred  to  as  Irland  Group, 
Assessment  of  Lumber  Pricemaking  Forces.) 
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perceived  changes  or  concerns  in  the  short  run,  and  "market  overreaction"  was 
identified  as  a  m^jo^  factor  in  two-thirds  of  recent  price  bubbles." 

The  July-December  price  rise  has  likely  been  fueled  by  the  price  spike  that 
occurred  in  March.  Wholesalers  have  apparently  been  cautious  about  expanding 
their  inventories  this  fall,  afler  being  burned  with  substantial  inventories  of 
high-priced  lumber  when  prices  collapsed  in  April  and  May.'^  Michael  Carliner 
of  the  National  Association  of  Home  Builders  predicted  the  post-March  price 
decline:'* 

Althou^  lumber  prices  are  quite  sensitive  to  small  changes  in 
supply  or  demand,  it's  hard  to  attribute  a  90  percent  price  jump  to 
any  recent  changes  in  home  building  or  forest  poUcy.  It  is  likely 
that  prices  will  drop  back.  In  the  past,  it  has  been  common  for 
quoted  prices  to  shoot  up  due  to  panic  buying  and  then  to  fall  back 
down  again  when  the  speculative  bubble  bursts. 

More  recently,  Carliner  noted  that  the  July-December  price  rise  might  also  be 
fueled  partly  by  speculation,  although  he  asserts  that  the  underlying  trend  is 
toward  higher  average  prices.^ 


International  Tirade 

Finally,  international  trade  in  wood  products  influences  U.S.  lumber  prices. 
For  example,  log  and  lumber  exports  to  Japan  have  declined  since  1989,  because 
of  the  weak  Japanese  economy.  A  strong  Japanese  recovery  would  add  pressure 
on  wood  supplies,  and  would  likely  raise  lumber  prices  further. 

The  uncertainty  over  U.S.  duties  on  imports  of  Canadian  softwood  lumber 
might  be  contributing  to  the  speculative  concerns  noted  by  Carliner.  The  uncer- 
tainty is  due  to  the  numerous  changes  and  reviews  announced  by  the  various 
interests  since  October  1991.  At  that  time,  Canada  withdrew  from  the  Memo- 
randum of  Understanding  with  the  United  States  on  softwood  lumber,  and  the 
U.S.  Department  of  Commerce  (DOC)  initiated  a  review  of  Canadian  lumber 
imports.  Periodic  releases  of  findings  of  the  DOC  on  Canadian  subsidies  and  of 
the  U.S.  International  Trade  Commission  on  injury  to  the  U.S.  lumber  industry 
by  Canadian  imports,  appeals  to  binational  panels  as  provided  for  in  the  U.S.- 


''  Irland  Group,  Asaeasment  of  Lumber  Pricemaking  Forces,  p.  215. 

'*  Jeffrey  Taylor.  "Commodities:  Lumber  Futures  Prices  Again  Jump  Daily  Limit  As 
Wholesalers  Struggle  to  Find  Scarce  Supplier,"  The  Wall  Street  Journal  (Dec.  17,  1993): 
C14. 

'*  Michael  Carliner.   "Lumber  Crisis,"  Housing  Economics  (Feb.  1993):  5-8. 

*°  Michael  Carhner.  "What's  Driving  Lumber  Prices?"  Housing  Economics  (Jan. 
1994):  5-9. 
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Canada  Free  Trade  Agreement,  panel  decisions,  reanalyses,  and  subsequent 
reviews  have  created  uncertainty  about  U.S.  countervailing  duties  on  softwood 
lumber  imports  from  Canada;  a  chronology  of  the  events  relating  to  the  U.S. 
countervailing  duty  on  Canadian  lumber  is  shown  in  box  1. 


B<»  1.  Cbronology  of  U^.  Countervailii^ 
Duty  on  Imports  of  CTanadian  Lumber 

Dec.  1986    United    States    and    Canada   reach    Memorandum    of 

Understanding  on  softwood  lumber,  for  a  15%  Canadian 

export  tax  to  be  replaced  by  higher  provincial  stumpage 

fees. 
Oct.  1991    Canada  withdraws  from  MOU,  citing  hi^er  provincial 

stumpage  fees,  but  continued  administrative  costs. 
Oct.  1991    U.S.  Department  of  Commerce  (DOC)  self-initiates  review 

of  Canadian  lumber  imports. 
Dec.  1991    U.S.    International    IVade    Commission    (ITC)    issues 

preliminary  finding  that  the  U.S.  lumber  industry  has 

been  ii^ured  by  lumber  imports  from  Canada. 
Mar.  1992    DOC  issues  preliminary  finding  of  Canadian  subsidies  to 

lumber   producers,   estimated   at   12.48%   ad  valorem 

(percent  of  market  value). 
May  1992    DOC  issues  final  finding  of  Canadian  subsidies  to  lumber 

producers,  lowering  estimate  of  subsidies  to  6.51%  ad 

valorem  and  imposing  a  6.51%  countervailing  duty. 
July  1992    ITC  issues  final  finding  of  iiyury  to  U.S.  lumber  industry 

by  Canadian  lumber  imports. 
July  1992    Binational    panel,    under    U.S.-Canada    Free    Trade 

Agreement,  asked  to  review  DOC  finding  of  Canadian 

subsidies. 
Sep.  1992    Another  binational  panel  asked  to  review  ITC  finding  of 

ii\jury  to  U.S.  lumber  producers. 
May  1993    Binational  panel  remands  DOC  finding  of  subsidies  for 

further  analysis. 
July  1993    Second  binational  panel  remands  ITC  finding  of  ii\jury  for 

further  analysis. 
Sep.  1993    DOC  issues  revised  final  finding  of  Canadian  subsidies  to 

lumber  producers,  now  estimated  at  11.64%  ad  valorem. 
Oct.  1993    ITC  issues  revised  final  finding  that  Canadian  lumber 

imports  have  injured  VS.  lumber  producera. 
Dec.  1993    Binational  panel  reviews  and  again  remands  DOC  finding 

of  Canadian  subsidies. 
Jan.  1994    Second  binational  reviews  and  again  remands  ITC  finding 

of  iiyury  to  U.S.  lumber  producers. 
Jan.  1994    U.S.  Coalition  for  Fair  Lumber  Imports  asks  U.S.  Trade 

Representative  for  Extraordinary  Challenge  Committee. 
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CONCLUSIONS  AND  IMPUCATIONS 

Lumber  prices  rose  substantially  between  July  1993  and  December  1993. 
At  their  peak  in  the  last  week  of  December,  framing  lumber  prices  had  reached 
historic  highs,  although  after  adjusting  for  inflation,  the  prices  are  still 
substantially  below  real  lumber  prices  of  the  late  19708. 

Many  factors  have  contributed  to  the  recent  price  rise.  Short-term  price 
changes  reflect  the  interaction  of  supply  and  demand,  as  influenced  by  expecta- 
tions and  concerns.  Protecting  spotted  owls  has  reduced  Federal  timber  sales 
in  the  Pacific  Northwest.  The  Clinton  Administration's  forest  plan  proposes  a 
Federal  timber  program  substantially  lower  than  sale  and  harvest  levels  of  the 
late  1980s,  but  higher  than  in  recent  years  under  current  court  injunctions; 
thus,  the  Clinton  plan  is  intended  to  alleviate  some  of  the  current  shortage  from 
Federal  lands.  Federal  timber  sales  in  other  regions  have  also  declined,  for  a 
variety  of  reasons.  However,  even  in  the  late  1980s,  Federal  lands  accounted  for 
only  about  20  percent  of  U.S.  timber  harvests,  and  a  smaller  share  of  supply  of 
construction  lumber  when  one  considers  lumber  imports  from  Canada.  None- 
theless, because  of  limited  private  timber  inventories  in  the  West  and  likely 
declines  in  Canadian  production,  reduced  timber  programs  on  Federeil  lands  will 
contribute  to  higher  lumber  prices  over  the  next  several  years. 

The  62  percent  price  rise  between  July  and  December  is  probably  more  a 
result  of  the  economic  recovery  combined  with  uncertainties  over  U.S.  duties  on 
Canadian  lumber  and  fears  about  timber  shortages.  Lumber  prices  typically  rise 
during  economic  recoveries;  during  the  previous  two  recoveries,  in  1983  and  in 
1976,  lumber  prices  rose  by  more  than  30  percent.  The  strong  growth  in  GDP 
in  the  fourth  quarter  of  1993  and  the  rise  of  housing  starts  over  the  last  6 
months  most  probably  precipitated  the  price  rise.  The  continuing  uncertainty 
over  the  U.S.  countervailing  duty  on  imports  of  Canadian  lumber  undoubtedly 
contribute  some  to  speculation  in  lumber  prices.  Finally,  the  national  attention 
to  Federal  timber  in  the  Pacific  Northwest  exceeds  its  importance  in  U.S.  wood 
supplies,  and  also  contributes  to  speculative  behavior  to  alleviate  anticipated 
wood  shortages. 

Some  interests  have  wsirned  that  substantial  lumber  price  rises  might  choke 
off  the  U.S.  economic  recovery.  They  argue  that  homebuilding  is  typically  a 
major  factor  in  an  economic  recovery,  and  that  price  rises  for  homebuilding 
supplies  could  dampen  the  demand  for  housing,  and  thus  cause  a  recovery  to 
falter.  However,  examining  this  possibility  from  two  different  angles  suggests 
that  this  result  is  unlikely.  First,  history  suggests  that  rising  lumber  prices  are 
unlikely  to  constrain  housing  starts.  Lumber  prices  rose  by  73  percent  between 
1975  and  1978,  while  housing  starts  rose  by  74  percent  (from  1.16  million  starts 
in  1975  to  2.02  million  in  1978).  Similarly,  lumber  prices  rose  by  31  percent 
between  1982  and  1983,  while  housing  starts  rose  by  60  percent  (from  1.06  mil- 
lion starts  in  1982  to  1.70  million  in  1983).  Thus,  rising  lumber  prices  appear 
not  to  have,  historically,  dampened  homebuilding  activity. 
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The  second  angle  is  the  likely  effect  of  rising  lumber  prices  on  housing 
prices.  Construction  wood  accounts  for  less  than  5  percent  of  the  price  of  a 
house.  Thus,  even  doubling  the  price  of  lumber  raises  the  price  of  a  house  by 
only  5  percent  -  $5,000  on  a  $100,000  house.  On  a  30-year  mortgage  for  a 
$100,000  house  with  a  fixed  interest  rate  of  9  percent,  doubling  the  price  of 
lumber  increases  mortgage  pa3m:ient8  by  less  than  $40  per  month.  This  increase 
is  less  than  the  impact  of  a  1  percentage  point  increase  in  the  interest  rate; 
increasing  the  interest  rate  from  9  percent  to  10  percent,  in  this  example,  would 
increase  the  mortgage  payments  by  slightly  more  than  $40  per  month.  Since 
small  changes  in  mortgage  rates  have  a  substantially  greater  effect  on  home 
buyers  than  doubling  lumber  prices,  it  seems  unlikely  that  changes  in  lumber 
prices  can  have  a  significant  effect  on  housing  demand. 

Finally,  higher  lumber  prices  may  stimulate  substitution  of  other  products 
for  lumber  in  construction,  particularly  if  prices  remain  relatively  high.  Some 
homebuilders  have  already  switched  to  steel  framing,  and  the  steel  industry  has 
stated  it  hopes  to  account  for  25  percent  of  the  homebuilding  market  by  1997 
(up  from  1  percent  in  1993).^'  However,  such  a  change  has  social  and  environ- 
mental ramifications  beyond  just  homebuilding.  For  example,  while  many  object 
to  the  environmental  damages  caused  by  timber  harvesting  and  processing,  they 
are  also  likely  to  object  to  the  environmental  damages  caused  by  the  mining, 
smelting,  and  refining  needed  to  produce  steel.  Another  concern  is  whether 
higher  lumber  prices  may  stimulate  tropical  deforestation,  although  tropical 
woods  have  rarely  been  used  for  construction  lumber  in  the  United  States. 

On  the  other  hand,  higher  lumber  prices  may  stimulate  greater  private 
investments  in  timber  production  and  in  wood  processing  productivity.  There 
may  also  be  potential  to  reduce  material  use  through  conservation  in  construc- 
tion practices  and  standards,  that  would  be  stimulated  by  higher  lumber  prices. 
Thus,  the  positive  and  negative  implications  of  higher  lumber  prices  that  are 
stimulated  in  part  by  declines  and  fears  about  declines  in  Federal  timber  pro- 
grams are  widespread,  and  worthy  of  consideration  in  any  actions  to  influence 
lumber  prices. 


^'  Maryann  Haggerty.  "With  Lumber  High,  Builders  Look  to  Steel,"  The  Washington 
Post  (Feb.  5,  1994):  El. 
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Builders  Unk  Rise  of  Lumber  Prices  to  Logging  Curb 


By  Ann  Manano 


Seesawing  lumber  prices  spiked 
upward  again  in  November,  hitting 
tiitii  tughesl  level  since  March  with  a 
midyear  plunge  in  between.  The 
home  buiJding  industry  predicts  that 
new-house  prices  will  escalate  as  a  re- 
sult and  is  demanding  major  changes 
in  federal  envu-onmenta]  policies  for 
timber  cutting  on  government  lands. 

Other  analysts  say  several  factors 
sffea  bousmg  costs  in  addition  to  tim- 
ber  prices  and  that  government- 
owned  forests  routinely  produce  only 
a  small  percentage  of  the  lumber  used 
to  build  American  homes. 

Lumber  prices  hit  M91  per  1,000 


board  feet  last  March,  dropped  to 
t304  in  June  and  climbed  back  to  $44  8 
in  November,  according  to  Random 
Lengths,  an  Oregon  timber  reporting 
service.  A  board  loot  of  lumber  is  one 
inch  thick  and  12  inches  square. 

The  National  Association  of  Home 
Builders  CNAHB)  is  asking  for  changes 
in  federal  rules  to  aUow  more  harvest- 
ing of  timber  in  government  forests. 
Otherwise,  the  association  says,  a  lum- 
ber shortage  soon  will  force  Ameri- 
cans to  pay  more  for  new  homes. 

First-time  home  purchasers  will  be 
hurt  the  most  by  the  latest  lumber 
price  increase,  said  J.  Roger  Glunt,  a 
Pittsburgh  builder  and  president  of 
the  NAHB.  The  cost  of  bidding  a  sin- 
gle-family home  will  go  up  by  about 
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natural  resource  specialist  with  the 
Congressional  Research  Service,  said 
he  believes  the  general  national  eco- 
nomic recovery  is  "probably  the  major 
cause  of  the  lumber  price  nse." 

In  a  report  issued  earlier  this  year, 
Gorte  said  seasonal  factors,  tariffs  on 
Canadian  lumber  and  spotted  owl  pro- 
tection on  federal  lands  also  affected 
prices. 

Lumber  prices,  however,  are  un- 
likely to  hold  down  new-home  con- 
strtKtion,  Gorte  said.  During  a  three- 
year  period  in  the  1970s,  for  example, 
lumber  prices  rose  73  percent  and 
housing  starts  went  up  74  percent. 

"Since  small  changes  in  mortgage 
ratM  have  a  gntui  effect  on  home 
buyen  than  doubling  lumber  prices," 
Gorte's  report  said,  "it  seems  unlikely 
that  changes  in  himber  prices  can  have 
a  significant  effect  on  housing  de- 
mand." 

There  is  little  evidence  that  increas- 
es in  home  prices  have  prompted  peo- 
ple to  delay  buying  houses.  Nationally, 
sales  this  year  have  risen  by  a  little 
more  than  5  percent  compared  with 
last  year,  according  to  the  Census  Bu- 
reau. In  the  South,  which  includes  the 
Washington  area,  the  number  of  home 
purchases  has  increased  by  nearly  the 
same  percentage. 

When  current  lumber  prices  are  ad- 
justed for  inflation,  the  cost  is  lower 
than  it  was  in  the  1970s,  the  NAHB 
acknowledged.  But  "the  rapid  increas- 
es and  volatility  have  been  very  dis- 
niptive  for  home  builders  and  remode- 
lers,  and  for  other  users  of  lumber," 
the  association  said. 

With  the  housing  industry  now  re- 
covering from  a  sliunp.  "the  last  thing 


$3,000.  his  organization  predicted, 
unless  lumber  pnces  fall  again.  Lum- 
ber accounts  for  about  5  percent  of 
the  cost  of  a  house. 

The  housing  industry  blames  feder- 
al environmental  policies  for  the  latest 
rise  in  lumber  costs.  The  admuiistra- 
tion's  forest  plan,"  unveiled  in  July, 
reduced  the  amount  of  timber  that  can 
be  cut  on  government  land  from  5  btl- 
bon  board  feet,  a  maximum  reached  in 
the  1980s,  to  12  billkxi  board  feet 
yearly  for  the  next  decade.  A  spokes- 
man for  the  NAHB  said  it  takes  about 
15.000  board  feet  of  lumber  to  build  i 
typical  three-bedroom  house. 

Tlie  plan  covers  federally  owned 
forests  in  northern  California,  west- 
ern Oregon  and  western  Washington 


state.  Despite  the  agreement,  an 
NAHB  spokesman  sakl.  "injunctiou 
and  other  tactics"  used  by  environ- 
mentalists are  preventing  most  tim- 
ber sales  in  the  region. 

Federal  c^rbs  on  cutting  down 
trees  in  government  forests  aifect  2 
million  acres  of  timberland,  out  of  565 
million  acres  of  forested  land  in  the 
nation,  according  to  the  U.S.  Forest 
Service,  an  agency  within  the  Agricul- 
ture I>epaTTment. 

A  Clinton  administration  spokes- 
woman said  the  government's  aim  Ta 
to  provide  some  timber  cutting  while 
protecting  watershed  and  the  spotted 
owL" 

Ross  W.  Gorte,  an  economist  and 
SmLL'HBEB.KCoLI 


we  need  is  a  lumber  crisis."  sakl  oe 

offidaL  -  , 

NAHB  President  Glunt  predicted 
that  Tf  the  president  and  Congress  let 
the  price  of  himber  continue  going  ro" 
it  wiD  hit  $600  per  board  foot  by  early 

Environmental  groups  argue  that 
lumber  prices  usually  go  up  in  the  win- 
ter, even  without  timber-cutting  re- 
stnokxis. 

The  prices  "are  much  more  driven 
by  the  market,  interest  rates  and  eco- 
nomic policy"  than  by  environmental 
protections,  said  Kevin  Kirchner.  a 
staff  attorney  at  the  Siena  Qub  L«al 
Defense  Fund. 

Fot  hocne  buiWers  to  tie  price  iij;- 
crease*  to  envirinmental  laws  ^  ju« 
ludicrous"  because  federally  owned 
forests  "[iDvile  a  very  small  percent- 
age" of  the  lumber  now  on  the  market, 
he  said. 

Kirchner  also  contended  that  the 
timber  that  would  be  available  if  all 
U.S.  exports  were  halted  would  re- 
place the  timber  now  protected  by  en- 
vironmental laws. 

>^  part  of  the  administration's  forest 
-pBh-calls  for  aid  to  workers  ivho  tose 
their  jotesfiecause  of  the  decrease  in 
tmiber  cutting.  The  administration's 
iclioiiung  and  economic  support  pack- 
age, however,  has  been  called  "com- 
pletely inadequate"  by  carpenters'  and 
woodworkers'  unions. 

The  plan  calls  for  far  too  little  mon- 
ey—from $1.2  billion  to  $1.5  billion— 
and  wouM  direct  too  much  of  it  toward 
"ecotogical  investment."  such  as  forest 
and  watershed  restoration,  the  unions 
said  recently.  These  activities  "do  not 
generate  a  substantial  number  of  long- 
term,  high-skill,  family-wage  jobs,"  the 
unions  said 
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Lumber  Falls  on  O versupply ; 
Metals,  on  Economic  Hope 


By  The  Associated  Press 

Lumber  futures  prices  tumbled  the 
daily  limit  for  the  second  day  yester- 
day as  abundant  supplies  continued 
to.  depress  the  market. 

Lumber  for  delivery  in  May  fell  $10 
on  the  Chicago  Mercantile  Exchange, 
to  $416.70  for  each  1,000  board  feet. 

The  price  of  lumber  has  been  de- 
pressed as  the  result  of  bad  weather 
in  recent  weeks  that  delayed  housing 
starts.  "The  weather  has  caused  peo- 
ple to  hold  inventories,"  said  Bud 
Merrill,  an  analyst  with  Smith  Bar- 
ney Shearson  in  Eugene,  Ore.  "The 
hope  was  the  weather  was  going  to 
clear  up  and  there  would  be  a  lot  of 
pent-up  demand,  but  we  just  haven't 
seen  that  so  far." 

On  Wednesday,  the  Commerce  De- 
partment reported  that  housing 
starts  rose  4.1  percent  last  month,  but 
lumber-futures  traders  were  dissatis- 
fied with  the  gain,  which  followed  a  22 
percent  drop  in  January. 

Traders  also  appeared  concerned 
about  rising  mortgage  rates  as  the 
spring  building  season  approaches. 

On  other  commodity  markets,  plat- 
inum futures  continued  to  fall,  lead- 
ing a  decline  in  precious  metals  in 
recent  days.  Reports  of  low  American 
inflation  and  strong  economic  growth 
is  the  sort  of  news  that  makes  metals 
traders  unhappy,  as  is  the  relative 
calm  in  some  of  the  world's  hot  spots. 
Investors  tend  to  buy  the  metals  as  a 
hedge  against  inflation  and  during 
times  of  turmoil  abroad. 


Platinum  for  April  delivery  sank 
$4.90,  to  $398.50  an  ounce  on  the  New 
York  Mercantile  Exchange.  At  the 
Commodity  Exchange  in  New  York, . 
April  gold  lost  $2.60,  to  $383  an  ounce, 
and  May  silver  fell  2.5  cents,  to  $5,377 
an  ounce. 

Nina  Lipton,  vice  president  of  the 
Platinum  Guild  International  in  New 
York,  contended  that  the  recent  price 
slide  did  not  indicate  a  long-term 
trend.  "There's  basic  underlying 
strength  to  all  the  metals,"  she  said, 
"and  you're  just  going  to  have  choppi- 
ness  coming  day  to  day  until  we  get 
some  new  news." 

Energy  futures  prices  fell  on  the 
New  York  Mercantile  Exchange. 
Crude  oil  prices  rose  and  then 
dropped  sharply  in  the  last  hour  on 
technical  trading.  The  price  of  light 
sweet  crude  oil  for  April  delivery 
settled  24  cents  lower  at  $14.82  a 
barrej. 

In  'other  energy  contracts,  April 
home  heating  oil  fell  0.23  cent,  to  44.24 
cents  a  gallon;  April  unleaded  gaso- 
line dropped  0.56  cent,  to  45.99  cents, 
and  April  natural  gas  fell  0.39  cent,  to 
$2,124  for  1,000  cubic  feet. 

Grain  futures  prices  ended  mixed, 
and  soybean  futures  finished  lower  on 
the  Chicago  Board  of  Trade  in  slug- 
gish trading.  Wheat  for  March  deliv- 
ery settled  1.25  cents  higher  at  $3,375 
a  bushel;  March  com  was  unchanged 
at  $2.80  a  bushel;  March  oats  were 
2.75  cents  higher  at  $1,295  a  bushel, 
and  March  soybeans  were  1.75  cents 
lower  at  $6.9025  a  bushel. 
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